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With this series of activities and transactions behind us, we are a new company focused on the future. We have set the stage to execute our strategy with
a strong management team, 1,200 highfy skilled employees, a diverse range of key contract vehicles and a track record of winning business. We are
organized to meet ‘he rapidly evolving needs of federal agencies. More than 70 percent of our employees have at least one federal government security
clearance. A significant and growing number of our workforce is located at client sites, giving us valuable insights into our customers' ongoing and future
program requirements,

For Kratos, market dynamics are strong. With a 2007 fiscal budget of $439.3 billion, the DoD is investing in advanced technology to prevail over our
enemies. Meanwhile, the federal IT services market is projected to grow from $79 bilfion in 2007 to $102 billion in 2012, accerding to INPUT, an indepen-
dent federal government market research firm. These funding pricrities point to tremendous opportunities for Kratos, At the same time, federal agencies
continue to award ontracts that offer the strongest technical solution and overall best value to the government. Recent procurement criteria emphasize
technical capabilities, past performance on similar projects and the ability to support the agency's mission, with cost playing a lesser role. We believe this
trend benefits companies like Kratos with specialized skill sets, relevant project experience and strong, existing client relationships.

At Kratos, our ultimate goal is to grow our business aggressively as a leading provider of high-end engineering services, specialized war fighter solutions,
security and surveillance, and IT solutions to federal government agencies while improving our profitability. We plan to accelerate our internal growth by
capitalizing on our current contract base, and by pursuing task orders under existing contract vehicles to maximize our revenue and strengthen our client
refationships. We also plan to offer complementary services and expand our client base.

'
Going forward, our'strategy is to increase our operating margins, leverage our corporate infrastructure and concentrate on winning high value-added prime
contracts and other engagements awarded on the basis of the best value, rather than cost alone. To augment our organic growth, we plan to aggressively
pursue highly-targeted, strategic acquisitions that complement and broaden our customer base, expand our service offerings and further differentiate our
business model.

In clasing, | want to thank you, our shareholders, fer your support as we successfully completed our transformation into a leading defense contractor. 1also
want to recognize sur employees across the country for continuing to offer the best in professional services and solutions, and our customers for relying
on our specialized expertise. As of this writing, Kratos is profitable with an annualized revenue run rate of approximately $200 million, no net debt and a
positive cash position on the balance sheet. We are well-positioned to execute our strategy, and | lock forward to updating you as we work to build share-
holder value in the years ahead.

Sincerely,

G ) omons

'. Eric DeMarco
President & Chief Executive Officer
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On Sepiember 12, 2007, we became Kraios Defense & Security Solutions — a new business with a new direction. Today, we are entirely dedicated
to providing mission critical engineering, IT services and war fighter solutions to the federal government, while also serving state and local agencies.
Our highest priority is to narmalize our business to deliver profitability and positive cash flow starting in 2008.

Our name change was the culmination of a transformation strategy to pursue business with federal agencies, primarily within the U.S. Department of
Defense (DoD) and U.S. Department of Homeland Security. Starting in 2004, the company began making strategic acquisitions in the government
market. Our largest to date was the purchase of Madison Research Corporation (MRC) in the fourth quarter of 2006. MRC, a privately-held provider
of high-end engineering, weapon systems support, and professional services to federal agencies, was a pivotal acquisition for our company.

MRC gave us a strong presence in Huntsville, Alabama, a primary receiving location of the ongoing congressional Base Realignment and Closure
(BRAC) process. From Alexandria, Virginia, to Honolulu, Hawaii, Kratos maintains eight primary offices nationwide, most of them in BRAC-receiving
tocations, Just as important, MRC expanded our customer footprint within the DoD and gave us a competitive service differentiator by adding weapon
systems operations and maintenance to cur core competencies.

The MRC acquisition capped a year of increasingly significant wins, including two major contract vehicles from the U.S. Army Aviation and Missile
Command with a total potential value of over $70 million. An in-depth understanding of our clients’ missions, processes and needs, together with the
strength of our technical solutions, has earned us a record of winning and retaining major contracts. As a leading defense contractor and security
systems integrator, Kratos has strong, long-term relationships with the U.S. Army, U.S. Air Force, U.S. Navy, Defense Logistics Agency (DLA), Defense
Contract Management Agency {DCMA) and a growing list of non-DoD agencies, such as National Aeronautics and Space Adminisiration (NASA),US.
Forest Service, U.S. Department of Transportation and the University of California, Los Angeles.

We built our leadership in the defense indusiry as part of a strategic transition plan to transform our business. As you know, our company - formerly
called Wireless Facilities, Inc. - began as a leading-edge network engineering firm in wireless communications, from its founding in 1995 and initial
public offering in 1898, Starting in 2008, the continuing consolidation and commoditization in the wireless industry led us to divest our wirgless-
related businesses, enabling us to target higher-margin, long-term government contracts.

From February 2006 through July 2007, we sold wireless business units in the United States, Mexico, South America, Europe, Middle East and Africa,
along with the Wireless Facilities name. The series of transactions generated net aggregate proceeds of approximately $92 miltion for the company
and extinguished our debt. Also in 2006, management initiated an internal review of historical practices related to the granting and pricing of stack
options, which was concluded in August 2007. For detailed information, please refer to our 10-K for 20086.

Examples of Long-Term Gontract Vehicles

. Legacy Surface to Air Missile (SAM) System Engineering
In 2006, Kratos won a contract vehicle to produce, upgrade, maintain and train operators for the Chaparral surface-to-air
missile system in Egypt. We expect this $35.8 million contract vehicle may lead to additional Foreign Military Sales (FMS)
work for legacy SAM systems for both the Chaparral and Hawk, as well as other potential FMS opporiunities.

Weapon Systems Support & Logistics

Kratos has maintained a 10-year, highly strategic relationship to provide weapon sysiems support and logistics for the U.S.
Army Materiat Command (AMCOM) Integrated Material Management Center Short Range Missile Directorate. Under the
task order, valued at approximately $36 million, Kiatos provides overall weapon systems services and logistics support to the
Short Range Land Combai Systems (SHORLAC) division.

Naval Undersea Warfare Center (NUWC)

In 2008, Kratos won a major contract supporting the Naval Undersea Warfare Center in Keyport, Washington, with a range
of engineering and technical services. To improve the war-fighting capabilities of the U.S. Pacific Fleet, Kratos is installing
Command and Control (C41) system upgrades aboard Fast Attack and Fleet Ballistic Missile Submarines. The award, with a
potential value of $30 million over a five-year period, was the first of three task orders that Kratos has won from NUWC




Ry iranstanmation Activities

February 17, 2006

Sold Mexico and Latin American Operations

Octaber 2, 2006

Acquired Madison Research Corporation

March 9, 2007
Sold EMEA Wireless Operations

April 20, 2007
Sold WF| Brazil

June 4, 2007
Sold U.5. Wireless Engineering Business

Juty 24, 2007
Sold L.S. Wireless Ceployment Business

Sold ‘Wireless Facilities' Name

Septamber 12, 2007

New Corporate Name:

Kratos Defense & Security Solutions, Inc.

Kratos Primary Services

Weapon Systems Extension

C4ISR Services & Solutions

Military Ranges & Technical Services
Engineering & IT Solutions

Critical Systems integration

Motice Regarding Forward-Looking Statements

his annual report contains certain forward-looking statements including,
athout hmitation, ¢xpressed or mplied statements concerning the
ompany’s expeclations regarding our future financial performance,
nicipations with raspect to our performgnce under existng contracts,
nd anticpaled growth in the market for pur semices, that involve nisks
w uncertaintes. Such statements ag only predictions, and the
‘ompany's actual results may differ matendlly. Factors that may cause the
‘ompany's resulls 1o difer include, but ane not limited to: risks that the
ompany’s recent dvestitures and change n business focus will cause
sruption of the Company's operatigns and distraction of its
anagement; nsks of adverse regulatdry action or litigation; nsks
ssociated with debt leverage; risks that the anticipated benefits of Lhe
esttures will not by achieved or wil impact changes in the scope or
wng of the Company's projects; risks |that changes or cutbacks in
ending by the U.S. Department of Defense may accur, which couid
use delays or cancellalons of key gopernment contracts; failure to
zcessfully consummate rcquisiions or fnlegrate acquired cperations
3 competition n the marketplace which could reduce revenues and
ffit margins. The Company undertakes| no obligation o update any
ward-lopking stalements. These and other risk factors are more fully
:ussed in the Company's Annual Repor} an Farm 10-K {or the penod
led December 31, 2006 and in other filings made with the Secuntes
Exchange Commission. Given these|uncertainties, you should not

‘@ undue rehiance on these forward-looking statements

U.S. federal government and for state and local agencies. Principle services include C4ISR, weapon systems lifecycle mainte
nance and extension, military weapon range and technical services, network engineering services, advanced IT serviced
security and surveillance systems, and critical infrastructure design and integration.

Why We Are Different

Kratos is focused on concentrating its services in areas where competitive threats are minimal, where we can leverage ou
expertise, and where we believe long-term growth and value exists beyond the typical high-end engineering and IT service
ihat most government contractors provide. Our key differentiators include:

s Weapon Systems Support and Lifecycle Extension Services

Federal budgetary spending priorities are shiiting away from the production of new war fighters and weapons to technologi
cally advanced, network-centric warfare and war fighting capabilities. This military transformation is increasing the reliance or]
existing weapon systems and their long-term use. Kratos has cultivated expertise in weapon systems operational mainte
nance and lifecycle extension through specialized programs such as surface-to-air missile engagements on the Chaparral ang
Hawk programs, and the U.8. Army Material Command (AMCOM) Short Range Missile Directorate.

= Military Range and Target Operations
For aver a decade, Kratos has developed an outstanding reputation for its services in the area of Military Weapons Range and
Target Operations. Representative programs include the Naval Air Warfare Center (NAWC) at Pt Mugu fer aerial and surfacq
targets operations and maintenance. For this engagement, we provide aerial and surface fleet target preparation, missioﬂ
planning, target flight control, and target recovery for the Army and Navy. We also have a significant presence at White Sand
Missile Range in New Mexico, where we provide aerial targets operations and maintenance services and missile systems tes1
and evaluation.

a Command and Control Systams
As the military transformation to a more mabile and lethal force evalves, opportunities in the area of Command and Control
will proliferate. For a number of years, Kratos has had a major presence at the Joint Inter-Agency Task Force-South in
Keywest, Florida, This is a primary communications and surveillance location for the Southern Hemisphere, Kratos alsq
delivers a range of Command and Controf solutions for the Submarine Alteration Installation Team (AIT) at Keyport, Washing
ton. Our services at Keypart include Advanced Tactical Systems (ATS), Integrated Augmentation Display (IAD) for Communi<

i
cations and Weapons Systems, and Automatic ldentification Systems (AIS). |

!
= Base Relocation and Closure (BRAC) Receiving Locations .
Kratos has built a significant presence in the key BRAC receiving locations where the federal government is consolidating itsf
military presence for personnel as well as technical and professional services. These locations will provide opportunities for
new and expanded services in addition to economies of scale and geographic synergy. Qur growing list includes:

= Huntsville, Alabama + Pt Mugu, California + San Diego, California
= Ft. MacPherson, Georgia » Ft Stewart, Georgia » The Hawaiian Islands
« White Sands, New Mexica = Keyport, Washington

Qur Growth Strategy

= Organic Growth

Kratos focuses on differentiated, high-growth funding areas where there can be less competition and fewer players. In
particular, we expect BRAC locations to play a significant role in driving continued organic growth as we leverage our capabili-
ties and realize new synergies based on our geographic presence. Additionally, with a 95% re-compete win rate, we expect
to enhance our past performance qualifications in prime contracting target areas to drive future business development.

e Acquisition Growth

Kratos is well-positioned both financially and from a management execution perspective to aggressively pursue highly-
targeted and strategic acquisitions for growth. We plan te further develop our differentiated services through accretive
growth, and we expect to achieve substantial operational leverage as we increase in size.

Significance of Qur Name

Kratos is derived from Greek mythology and means ‘of strength or power’ As a leading governmenti services contractor
primarily focused on supperiing the Department of Defense and war fighter solutions, we believe this is a fitting name,

Qur tagline *From Strength to Success” is a direct reflection of our commitment to leverage our technical and intellectual
strengths for the ultimate success of our customers' mission critical operations.
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All references to us, we, our, the Company'and WFI refer to Wireless Facilities, Inc., a Delaware
Corporation, and its subsidiaries.

EXPLANATORY NOTE ) ) oo . '

In this Annual Report on Form 10-K, we are restating our consolidated balance sheet as of
December 31, 2005, and the related consolidated statements of income, stockholders’ equity,
comprehenswe income and cash flows for the years ended December 31, 2004 and 2005. This Report also
includes restated unaudited quarterly financial mformatlon and financial statements for mterlm periods of
2005. :

As a result of the fmdmgs of our Equity Award Review, our consolldated financial statements for the !
years ended December 31, 2004 and 2005 have been restated, The restated consolidated financial
statements include unaudited financial information for interim periods of 2005 consistent with 1
Article 10-01 of Regulation S-X. The Company also recorded additional stock-based compensation
expense and associated tax adjustments affecting the Company’s previously reported financial statements
for 1998 through 2003, the effects of which are summarized in cumulative adjustments to additional paid-in
capital, deferred compensation and accumulated deficit accounts as of December 31, 2003 in the amounts
of $56.1 million, $6.6 million and $62.9 million, respectively, all of which are recorded in the Consolidated
Statements of Shareholders’ Equity. : ‘i : ' e . !

EqultyAward Revnew . : . . | . b : L

! P . . <y t!

Background and Scope of Review ' . ‘ C
Our current executive management team, which has been in place since 2004, initiated an internal
revizw of our historical practices related to granting stock option awards and other equity awards (the - +
“Equity Award Review”) in the summer of 2006 in reaction to media reports regarding stock option
granting practices of public companies. The Equity Award Review was conducted with oversight from the
Board of Directors (the “Board”), and assistance from our outside counsel, Morrison & Foerster LLP . .,
(“Morrison Foerster”). In February 2007, the Board appointed a Special Committee of the Board to
review the adequacy of the Equity-Award Review and the recommendations of management regarding, -
historical option granting practices, and to make recommendations and findings regarding those practices
and individual conduct. The Special Committee was not charged with making, and did not make, any
evaluation of the accounting determinations and related tax adjustments. The accounting determinations
and related tax adjustments were evaluated by management and the Audit Committee of the Board'of -
Directors. The Special Committee was comprised of a non-employee director who had not served on our
Compensation Committee before 2005.

The Equity Award Review encompassed all grants of options to purchase shares of our common stock
and other equity awards made since two months prior to our initial public offering (our “IPO”) in
November 1999 through December 2006. We also reviewed all option grants that were entered into our
stock option database (Equity Edge) after our [PQ with a grant date before November 1999, as well as
other substantial grants issued prior to our IPO. The total number of grants reviewed in the Equity Award
Review exceeded 14,000 individual grants. We further reviewed all option grants with a grant date that
preceded an employee’s date of hire. As part of the review, interviews of 18 current and former officers,
directors, employees and attorneys were conducted, and more than 40 million pages of electronic and hard
copy documents were searched for relevant information. The Special Committee also conducted its own
separate review of the option granting practices during the tenure of our current executive management
team through additional interviews and document collection and review with the assistance of its own
separate counsel, Pillsbury Winthrop Shaw Pittman LLP {“Pillsbury Winthrop™), and FTI Consulting Inc.
(“FTI Consulting”), a forensic information technology consulting firm.




The Special Committee completed its evaluation of the Equity Award Review in August 2007 after
considering the information gathered by management and Morrison & Foerster, along with testing and
data gathering by Pillsbury Winthrop and FTI Consulting. The Special Committee concluded that the
Equity Award Review was complete and worthy of reliance. Qur Board has also concluded that the scope
and thoroughness of the Equity Award Review was complete and appropriate. " i

The Equity Award Review established the absence of contemporancous evidence supportinga
substantial number of the previously-recorded option grants, substantially all of which were made in the
period from 1998 through late 2003, During this period of time, in some instances, documents, data and
interviews siiggest that option grants were prepared or finalized days or, in some cases, weeks or months’
after the option grant date recorded in our accounting records. The affected grants include options issued -
to certain newly-hired employees using measurement dates prior to their employment start dates and
options issued to non-employees, including advisors to the Board, erroneously designated as employees.
The Special Committee also concluded that certain former employees and former officers participated in
making improper option grants, including the selection of grant dates with the benefit of hindsight and in
the délay in dating of otherwise approved option grants. : ' o

- Impact.on Previously Issued Reports and Financial Statements

In light of the Equity Award Review and the Special Committee’s findings described herein, the Audit
Committee of the Board concluded that our prior financial statements for periods from 1998 through our
filing of interim financial statements for the period ended September 30, 2006, must be restated. Our
management détermined that, from fiscal year 1998 through fiscal year 2005, the Company did not
properly recognize non-cash equity-based compensation charges. These charges ar¢ material to our
financial statements for the years ended December 31, 1998 through 2005, the periods to which such
charges would have related. Previously filed annual reports on Form 10-K and quarterly reports on
Form 10-Q affected by the restatements have not been and will not be amended and should not be relied -
upon.

Consistent with the relevant accounting standards and recent guidance from the Securitiesand =~
Exchange Commission (the “SEC™) as part of the Equity Award Review, the grants during the relevant
period were organized into categories based on grant type and process by which the grant was finalized.
We analyzed the evidence related to grants in each category as part of the Equity Award Review. This
evidence included, but was not limited to, electronic and physical documents, document metadata, and
witness interviews. The controlling accounting standards were applied to the relevant facts and - ° '
circumstances, in a manner consistent with the recent guidance from the SEC, to determine the proper
measurement date for every grant within each category. If the measurement date was not the same as the -
originally assigned grant date, accounting adjustments were made as required, resulting in stock-based
compensation expense and related income tax effects, as detailed below. . .o :

Based on the results of the Equity Award Review, we concluded that, i)ufsuant to Accounting
Principles Board Opinion No. 25, Accounting for Stock Issued to Employees (“APB 25™), and relevant
interpretations, revised accounting measurement dates should be applied to a substantial number of the,,
stock option grants covering options for the purchase of 15.2 million shares of our common stock that were
awarded primarily between March 1998 and December 2003. The use of the revised measurement dates
for the affected option grants required us 1o record a total of $75.0 million in additionat deferred ‘
compensation, with substantially all of the increase relating to option grants made before December 31,
2003. We have also recorded $58.2 million in additional stock-based compensation expense for the years
1998 through 2005, reflecting the amortization of deferred compensation over the relevant vesting periods, .
which was typically over four years. After aggregate other tax adjustments and income tax adjustments of
$9.6 million, the restatement resulted in total net adjustments to net income (loss) of $48.6 million for the
years 1998 through 2005. This amount is net of forfeitures related to employee terminations of




{
approximately $16.8 million. These amounts do not include the unauthorized issuance of common stock
charge of $0.6 million and $5.7 million in 2002 and 2003, respectively, related to misappropriated-options
by the Company’s former stock administrator described herein. The aggregate amount of the Equity
Award Review including the misappropriated options is $64.5 million comprised of the $58.2 million in
additional stock-based compensation expense and $6.3 million.of a charge for unauthorized issuance of
common stock. After aggregate other tax adjustments and income tax adjustments of $9.6 million, the
restatement resulted in total net adjustments to net income (loss) of $54.9 million for the years 1998
through 2005. Approxnmately $26.6 million of the stock- ‘based Compensallon expense was recorded in 2001,
due'to cancellations from our Stock Option Cancel/Re-grant Program as described below, WhiCh resu]ted
in the remammg unamortized deferred compensation being’ expensed upon the cancellatlon in March 2001
in accordance with Emerging Issues Task Force 00-23, “Issues Related to the Accountmg for Stock
Compensatlon under APB Oplmon No. 25 and FASB lnterpretdtlon No. 44.7

- As a consequence of these adjustments, our audited consolidated, f1nanc1al statements and related
dlS( losures for the years ended December 31, 2004 and 2005 .and our consolidated statements of
operations and consolidated balance sheet data for the four years ended December 31, 2005, included in
“Selected Consolidated Financial Data” in Part 11, Item 6 of this Report, have been restated Additionally,
the unaudited quarterly financial information for interim periods of 2005, as well as the unaudited balance
sheet data for the interim periods of 2006, included in “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” in Part I1, Iten 7 of this Report, have been amended. We
have also restated the stock-based compensation expense footnote mformatlon calculated under Statement
of Financial Accounting Standards, or SFAS, No. 123, Accouutmg for Stock-Based Compensation, ot
SFAS 123, and SFAS No. 148, Accounting for Stock-Based Compensation—Transition and Disclosure, or
SFAS 148, under the disclosure-orily alternatives of those pronouncements for the years 2004 and 2005 and
for interim periods of 2005. The restated footnote information has been included in “Managemcnt ]
Discussion and Analysis of Financial Condition and Resulis Uf Operations” as wellas in the Consohdated
Financial Statements in Part I1, Item 15 of this Report.

None of the adjustments resulting from the Equity Award Review affected our previously reported
revenue, cash, cash equivale'nts or markctable securities balances lin any prior periods.

Former Stock Option Admtmstmlar

During the course of the Equity Award Rewew we discovered, that Vencent Donlan, a former stock

option administrator, had engaged in a fraudulent scheme by which he misappropriated options to

-purchase more than 700,000 shares of stock. [lI-gotten gains from this scheme approximated $6.3 million.
We have brought an action against Donlan seeking return of the fraudulently obtained stock option
proceeds. We also promptly alerted the SEC of our discovery in March 2007. The SEC commenced an
enforcement action against Donlan, and the U.S. Attorney’s Office forwarded a grand jury subpoena to us
seeking records related to Donlan and our historical option granting practices. We have cooperated with,
ard intend to continue to cooperate with, both thé SEC and the U.S. Attorney’s Office in their actions
against Donlan and otherwise. Donlan has consented to an injunction brought by the SEC and has plead
guilty to federal criminal charges brought against him by the U.S. Attorney’s Office. We have recorded an
unauthorized issuance of common stock charge of $0.6 mllllon and $5.7 million in 2002 and 2003,
respectively, related to this theft.

Except as otherwise stated, all fmdncaal information contained in this Annual Report on Form 10-K
gives effect to this restatement. Information regarding the effect of the restatement on our financial
position and results of operations is provided-in Note 2 of Notes to Consolidated Financial Statements,
included in Part IV, Item 15 of this Report. Financial information included in the previously filed reports
on Form 10-K, Form 10-Q and Form 8-K, the related opinions of our independent registered public
accounting firms, and all previously issued earnings press releases and similar communications, for all




periods ended on or before December 31, 2005 should not be.relied ipon and are superseded in their
entirety by the information in this Annual Report on Form 10-K. : S ' .

+

" . ' - ! " ; ‘ .. L " [ [

In 2006 and 2007, we undertook a transformation strategy whereby we divested our wireless related
businesses and chose to aggressively pursue business with the federal government. A more detailed

description of our transformation strategy is included herein.

' "PART 1
Ttem 1. - Business

This Annual Report on Form 10-K (including the section regarding Management’s Discussion and '
Analysis of Financial Condition and Results of Operations) contains forward-looking statements regarding
our business, financial condition, results of operations and prospects. Words such as “expects,” C
“anticipates,” “intends,” “plans,” “believes,” “seeks,” “estimates” and similar expressions or variations of
such words are intended to identify forward-looking statements, but are not deemed to represent-an all-
inclusive means of identifying forward-looking statements as denoted in this Annual Report on Form 10-K.

1

Additionally, statements concerning future matters are forward-looking statements.. . b

Although forward-looking statements in this Annuat Report on Form 10-K reflect our good faith
judgment, such statements can only be based on facts and factors currently known by us. Consequently,
forward-looking statements are inherently subject to risks and uncertainties and actual resultsand "
outcomes may differ materially from the results and outcomes discussed in or anticipated by the
forward-looking statements. Factors that could cause or contribute to such differences in results and
outcomes include, without limitation, those specifically addressed in Item 1 A—“Risks Factors” below, as '
well as those discussed elsewhere in this Annual Report on Form 10-K. Readers are urged not to place
undue reliance on these forward-looking statements, which speak only as of the date of this Annual Report
on Form 10-K. We file reports with.the SEC. We make available on our website under “Investor P
Relations/SEC Filings,” free of charge, our annual reports on Form 10-K, quarterly reports on Form 10-Q,
current reports on Form 8-K and amendments to those reports as soon as reasonably practicable after we
electronically file such materials with or furnish them to the SEC. Our website address is www.wfinet.com.
You can also read and copy any materials we file with the SEC at the SEC’s Public Reference Room at
100 F Street, NE, Washington, DC 20549. You can obtain additional information about the operation of
the Public Reference Room by calling the SEC at 1-800-SEC-0330. In addition, the SEC maintains an .
Internet site (www.sec.gov) that contains reports, proxy and information statements, and other informatidp
regarding issuers that file electronically with the SEC, including us. ‘ . o

We undertake no obligation to revise or update any forward-looking statements in order to reflect any
event or circumstance that may arise after the date of this Annual Report on Form' 10-K. Readers are
urged to carefully review and consider the various disclosures made throughout the entirety of this Annual
Report, which attempt to advise interested parties of the risks and factors that may affect our business,
financial condition, results of operations and prospects. - '




On November 7, 2006, our Board approved a change in the fiscal year end from the last Friday.in. - -
December to December 31. Concurrently, the Board approved a change in the interim fiscal periods to .
provide that the last day of the fiscal quarter shall be the last day of the calendar month of each quarter. As
a resuit, the erid of fiscal 2006, which would have ended on December 29,2006, .ended as of December 31, :
2006. Prior to this change in fiscal year, the Company operated and reported using a 52-53 wéek fiscal year
ending the last Friday in December. As a result, a fifty-third wéek was added every five or six years. Undér
the prior reporting system, each 52 week fiscal year consisted of four equai quarters of 13 weeks each, and
each 53 week fiscal year consists of three 13 week quarters and one 14 week quarter. The change in fiscal
. year and interim fiscal periods will not be applied to periods prior to the quarter ended September 30, ..
2006, and, consistent with prior reports, all prior fiscal periods presented or dlscussed in this Jeport have
been presented as ending on the last day.of the nearest calendar month In rehlz%nce on Exchange Act’
Release No. 26589, the Company will not file a transition report Covenng the transmon penod from
December 30, 2006 to December 3, 2006 R )

We were incorporated in the state of New York on December 19, 1994 and began operations in -
March 1995. We reincorporated.in the state of Delaware in 1998, We consummated our IPO on o
November 5, 1999. Our principal executive office is located at 4810 Eastgate Mall, San-Diego, i,
California 92121. Our telephone number is (858) 228-2000. .

N s, B I

[ -

Description of the Business '

General L _ : : - e
N . e o
Historical Structure .
. o b fl T [ N 1A
In 2006, we were an mdependent provider of outsourced engmeerlng and network deployment
services, security systems engineering and integration services and other technical services for the wireless..
communications industry, the U.S. government, and enterprise customers. - . .« o«
, , . C . SN ot '
Former Operating Segments o Lo s ot e

* 1n 2006, we had three operatmg segments which consisted of our Wireless Network Services (“WNS”)
segment, our Enterprise Network Services (“ENS”) segment and our Gévernment Network Services' '
segment, also known as WFI Government Services, Inc. The fi nancnal statements m‘thls Anmial Réport on
Formi 10-K dre presented in a manner consistent with this former operanng structure. For additional
information regardmg our operating segments, see Note 14 of Notes to’ Consohdated Fmanc1al

,n

Statements, included in Part IV, Item 15 of this Report b ' - R

[
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Wreless Netwark SerwcesSegment. o oo . S e

Our Wireless Network Services segment consusted of two prlmaly semces ereless Engmecrmg
Services and Wireless Nétwork Deployment Servicés. e !

4 ' R L .t e S,

Wireless Engineering Services

Wireless Engineering Services provided network engineering and business consulting services for all
pre-deployment planning for wireless carriers, including technology assessment, market analysis, and
business plan development. This sérvice area studied and analyzed the traffic patterns, population density,
and topography and propagation environment in each market under consideration. It analyzed the
financial, engineering, competitive and technology issues applicable to a proposed technology or network
deployment project.




Wireless Deploymenr Services - S o o g

Wireless Deployment Serv1ces prowded a range of services for the full desrgn and deployment of
wireless networks carrier customeérs. Such services included: Radio Frequency Engineering; Spectrum
Relocatlon Fixed Network Engmeermg, Site Development and Installation and Optimization Services.

IR " o
e

Enterprzse Network Servzce.s Segment

Our ENS segment, which we now call our non-federal business; provrdes systemn design, deployment,
integration, monitoring and support services for enterprise networks. Enterprise networks have been -
traditionally segregated:into systems such as voice, data, access control, video surveillance, temperature

control and fire alarm. We provide services that combine such systems and offer integrated solutions on an.

Ethernet-based platform. We also offer solutions that combine voice, data, electronic security and building
automation systems wnth fixed or wireless connectivity solutions. We aim to meet the needs of any business
enterprlse by understandmg the needs of the particular entlty, srftmg through the multiple solutions and
complex technologles avallable in the marketplace and designing, deploying, managing and maintaining a
cost-effective and 1ntegrated solution that is capable of evolving as the needs of the client change with
time. Our target markets are retail, healthcare, education, municipal government and public facilities. Our
commitment to these markets and our proven ability to-provide feature-rich, cost-effective solutions has
allowed us to become one of- the larger mdependent mtegrators for these types of systems o Ll

, . . , ',

Government Netwark Services Segment fel T : ; S

Our Government Network Servnces segment whlch We Now call our federal business, serves the
federal engineering and infofmation technology scrvicés market, which includes the design, development,
deployment, integration and management of communications and information networks. This business is
described in more detail below, -~ 1 . . Lo

" - ] . ' N . 1
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CorporateTransformatlon fo : . . : .

In 2006 and- 2007, we undertook a transformation strategy whereby we divested our wireless-related
businesses and chose to. aggressively pursue business with the.federal government; primarily the
U.S. Department of Defense, through:strategic acquisitions. These divestitures and acquisitions are
described in more detail below.

Sale and Dtscontmuance of b lgmf cant Subsaa’tanes

In December 2005 our Board made the dec:151on to ex1t our Mexrcan operations and certain of our
other deployment businesses in-South America. Prior.to this decision, these operations had been reported
in our WNS segment. We determined that these operations met the criteria to be classified as held for sale.
Accordmgly, we reﬂected these’ operattons as discontinued in accordance with SFAS No. 144, “Accountmg
for the Impa1rment or Dlsposal of Long Lived Assets” in our financial statements as of and for the year
ended 2005, The' other South Amencan operatlons were substant1ally shut down as of the énd of
December 2005. = ™

On Eebruary. 17 2006 we entered mto an Equity Purchase Agreement to sell all of the stock of our
wholly owned subsidiaries (i)- WFI de Mexico, S. de R.L. de C.V,, (ii) WFI de Mexico, Servicios de .
Admmstracnon S de R.L. de C.V,, (iii) WFI de Mexico, Servnt:tos de Ingenieria, S. de R.L. de C.V,,

(iv) WFI Servnces de Mexrco S.A. de C.V, (v) WFI Asesoria en Adminstracion, $.C; and (vi) WFI Asesoria
en Telecomumcamones S. C (the “Mexlco Operations™) to Sakoki LLC. The transaction closed on

March 10, 2006, Refei to Note 14 Related Party Transactions for further discussion of the purchaser
Sakoki, LLC. :




The Equity Purchase Agreement provided that we would receive total approximate consideration of
$18.9 million, with $1.5 million in cash and the balance by a secured promissory note. As of December 31,
2006 we had received all installment payments due under the promlssory note.

The lmpact of the dwestlture has been reflected in the consolidatéd balance sheets as of Decembcr 31,
2006. There was no gain or loss realized on the sale since the business was sold at its net carrying value.

On December 28, 2006, our Board approved a plan to divest portions of our business where critical
mass had not been achieved. This plan involved the divestiture of our EMEA operations and remaining
South American operations. We determined that these operations met the criteria t6 be classified as held
for sale. Accordingly, we have reflected these operations as discontinued in accordance with SFAS
No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” in our financial statements as .
of and for the vear ended December 31, 2006 . v

"On March 9, 2007, we completed the sa]e of our EMEA operations 10 LCC Wu‘eless Engineering
Services lelted a wholly-owned subsidiary of LCC Internatlonal Inc. (“LCC”) in a cash for stock
transaction valued at $4 million. The sale of EMEA generated a gain of $3.3 million which was recorded m
the jarst quarter of 2007.

‘On April 20, 2007 we completed the sale of-all of the issued and outstanding equity interests of our
wholly owned subsidiary WFI de Brazil Techlogia en Telecomunicaciones LTDA, to Strategic Project .
Services, LLC (SPS). The consideration included the assumption of substantially all outstanding liabilities
of WFI Brazil, nominal cash consideration, and additional earn-out consideration based on 25% of net
receivables collected subsequent to the closing date. We recorded an impairment charge in the fourth
quarter of 2006 of approximately $5.2 million to reduce the current carrying value of.the South American
Operatlons to their estimated falr value

For the year ended December 31, 2006 our d:scontmued operations in Latin America and EMEA -
had revenues of $27.0 million and net loss of $11.2 million. The prior year’s activities have been reclassified
as discontinued operations in the accompanying consolidated statements of operatlons - -,

. OnJune 4, 2007, the-Company completed the sale to LCC of the assets used in the conduct of the
operation of the Company’s Wireless Engineering Services portion of the wireless network services
segment that provides engineering services to'the non-government wireless commumcatlons mdustry in the
United States. ‘ . -\

The aggregate conslderatlon in connection with the sale was $46 million, subject to certain
adjustments. LCC delivered a subordinated promissory note for the principal amount of $21.6 million
subject to working capital ad]ustments and paid $17 million in cash at the closing, and we have retained an
estimated §7 mllhon in net accounts receivable of the business, subject to working capital adjustments.

On .Iuly 5, 2007 we sold the $21 6 million subordinated promissory note taken in the sale of assets 1o .
LCC. We received approximately $19.6 million in net cash proceeds, reflecting a discount from par value
of less than five percent and aggregate transaction fees of approxunately $1 million, The note was acquired
by a fund affiliated with Silver Point Capital, L.P. We are not providing any guaranty for LCC’S payment
obligations. Certain post closing adjustments that, under the terms of the sale of our U.S. Wireless
Engineering business are expected to be made to the principal amount of the Note, may instead be made
by payments between WFI and LCC or between Silver Point and WFI, as applicable. .

On August 10, 2007, in accordance with the terms of the agreement, we provided the closing balance
sheet working capital calculatlon which indicated a $2.6 million working capital adjustment was due to
WFI as an increase to the balance of the Subordinated Promissory Note. LCC has 30 days to review the
calculation and notnfy us of any dispute.
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On July 24, 2007, we completed the sale to an affiliate of Platinum Equity of our Wireless Deployment
services portion of the wireless network services segment. The total consideration for the acquisition was
$24 million including $18 million in cash at closing, subjéct to typical post closing working capital
adjustments, and an aggregate $6 million in a three-year earn-out arrangement through 2010. The deal
includes a Transition Services Agreement for the transition of certain services for a period of six months
and the deployment busiriess employees will remain our employees until October 1, 2007; under an
employee leasing arrangement with Platinum. The assets sold to Platinum Equity include all of our
Wireless Deployment business,.and the Wireless Facilitics name.

As a result of the Engineering and Deployment Services divestitures in 2007, the wireless network
services segment will be classified as a discontinued operation in the second and third quarters of 2007,
respectively. \ '

Customers

A representative list of our customers in our WNS segment during 2006, consisting of both
Engineering and Deployment services, included (in alphabetical order) Cingular (now AT&T), Clearwire,
Fibertower, Huawei, Sprint, T-Mobile and Verizon Wireless and equipment venidors such as Motorola and
Samsung. In our ENS segment, our customers in 2006 included General Electric, the Atlanta airport,
Lockheed Martin, the City of Houston, Texas the Toyota Center, and Westfield Shopping Towns.
Customers in our Government Network Services segment during 2006 included the U.S. Air Force, U.S.
Army, U.S. Navy, Missile Defense Agency, the Department of Homeland Security, FMS and the US. |
Southern Command. " ,

.Employees . v

As of December 31, 2006, our then continuing operations employed épproxirhatcly 2,180 full-time
employees, consultants and contractors worldwide. None of our employees were represented by a labor
union and we did not experience any work stoppage. ' '

W

Transition to New Company Name

.

As noted above, the final wireless related divéstiture of WFI's Wireless Deployment business included
the sale of the company’s-name, Wireless Facilities, Inc. Accordingly, the Company announced that by .
December 31, 2007 it would change its corporate name and-stock ticker symbol to reflect its new business:
focus. : .

Company Overview

The following discussion presents our current business following the transformation actions that we-
made in 2007. ) v :

We arc an innovative provider of mission critical engineering, IT services and warfighter solutions. We
work prirparily for the U.S. federal government, but we also perfo'rm' work for state anc'l‘local agencies. Our
principle services include, but are not limited to, Command, Control, Communications, Computing,
Intelligence, Surveillance and Reconnaissance (C4ISR), weapon syé'temé‘ lifecycle support, military weapon
range and technical services, network enginecring services, advanced IT services, security and surveillance
systems, and critical infrastructure design and integration services. We offer ouf customers solutions and
expertise to support their mission-critical needs by leveraging the Company’s skills across our core service
areas.

e ' : -
We derive a substantial portion of our revenue from contracts performed for-federal government
agencies, with the majority of our revenue currently generated from the delivery of mission-critical war

11




fighter solutions, advanced engineering services, system integration and system sustainment services to
defense and other government agencies. We believe our diversified and stable client base, strong client . |
relationships, broad array of contracts, considerable employee base with possession of government security
clearances, and significant management and-operational capabilities position us for continued growth. -

We have strong, long-term relatlonshlps with our clients, as evidenced by our record of’ retalmng
- business, We have provided high-end engineering, weapons support and other solutions to customers
within the U.S. Arny, U.S."Air Force, U.S. Navy, National Aeronautics and Space Administration
(NASA), Defense Logistics Agency (DLA), Defense Contract Management Agency (DCMA); -

U.S. Departmient of Homeland Security, and various strategic military bases and defense locations
throughout the United States for more than twenty years. - - : S T

P

We believe our strong relationships are the result of our in-depth understanding of our client’s
missions, the strength of our technical solutions, and the co-location of a number of our employees w1th
our clients.

We have made SIgmflcant mvestments ifi our management employees and mfrastructure in support of
our growth and profltablhty strategles Our senior managers have more than 125 years of collectwe '
eéxperience Wlth federal government agencies, the U.S, mtlltary and federal government contractors, -
Members of our management team have extensive experience growing busmesses orgamcally, as well as
through acqmsrt]ons

* ‘

Relevant Industry Terms * )

We generally perform our services for federal government agencies pursuant to both contracts and
task orders. A contract may include specific work requirements for a particular job that is to be performed,
or may instead provide a framework that defines the scope and terms under which work may be performed
in the future in which case any rask orders that may be issued from time to time under the ‘contract set
forth the specific work’ assngnments that are to be performed under the contract. In this document,
references to any contract include the task orders, if any, issued under that contract, Accordingly,
information in this document regarding our revenue under government contracts includes revenue we
receive under both contracts and task orders. We perform services as a prime contractor under those
contracts and task orders that are awarded to us directly by the federal government. We also perform'
services for the federal government as a subcontractor to other companies that are awarded prime
contracts. References in this prospectus regarding our engagements mean specific work that we have
contracted to perform as a prime contractor or subcontractor pursuant to both contracts and task orders
for a particular client. —

Some of our contracts are multiple award contracts (MACs). Multiple award contracts are vehicles
pursuant to which the federal government may purchase goods or services from several different pre-
qualified contractors. Such contracts include government-wide acquisition contracts (GWACs ), blanket 1.
purchase agreements ( BPAs ), GSA Schedule 70 and other Indefinite Delivery/Indefinite Quantity (/D/IQ)
coptracts. G WACs are task~order or delivery-order contracts for goods and services established by one
agency for government-wnde use. BPAs are a simplified method of filling repetitive needs or services by
estabhshmg “charge accounts’ " with quahfled suppliers and eliminating the need for issuing individual
purchase invoice and | payment documents. GSA Schedule 70 is a contracting vehicle sponsored by the
General Services Admlmstranon that is available to all federal government agencies for procunng
information technology services and products pursuant to contracts (GSA Schedule 70 Contracts) and task
orders (GSA Schedule 70 Task Orders) awarded thereunder. Finally, ID/IQs are contracts for goods or _'
services which do not specify a firm quantity and that provide for issuance of orders for the performance of
tasks during the contract period. Multiple award contracts typically have a ceifing , which is the maximum
amount the government is authorized to spend under the contract over the life of the contract, While the
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government is permitted to spend up to the ceiling amount, there is no guarantee that it will do sojor. that”,
any particu,lar pre-qualified contractor will receive awards under the ve}rlicle.
T T IR TE e PR £ R

C . . .0 L Y S
. 1, Federal government contracts for our services include three types of.pricing: time-and-materials; cost-
plus; and fixed-price. Time-and-materials contracts are contracts under which we are reimbursed for labor
at fixed hourly rates and generally reimbursed separately for allowable materials, other direct costsand- s
Ppg;of-po_cke':t expgnsc'sl.,Cqstl-phﬁs contracts are contracts under which we are reimbursed for costs that are
d;e.f_?jtl'ﬂ:lil[]e‘ﬁi‘ to bi;‘ﬁllow.ablei:'ia}ld'qllgcab}g to.the c'ontf[actr and receive a fee, which represents our proﬁtl. y
Ost-plus fixed feé contracts specify the contract fee'in dollars. Cost-plus inicentive fee and cost-plus award feé
coniti4cts providg fof increases or d'erqréﬁs'es‘in the 'cqrntr'act'}fqe, within' $pecified limits, Based upon acfual
I'CS"l:l.ll.S‘ ‘as 'Cdrhpé,r‘éfa'td qc%;itraé’tua]‘thrééts'fof factors su'ctli ':Iaﬁ cost, quality, schedule and performantce.’ .
Fixéd-price Gontracts ar€ contracts undér which \bg"pgrfofr_ﬁl specific tagks for a predetermined price. ' |
Market Opportunity

' L . et ¥

. SR P .vrll‘-‘ D - ’ ! f-

{J.S. Depf_rt{nent of Defense D‘riyes Strzlztegic Priorities for the Company
g NIN Tyt oL A oot oL . .
Thé deliveiy and.execution of our mission-critical engineering and support sérvices are driven by the.
priorities:of the;U.S:Federal'government; According o the U.S. Department of Defense (DoD) 2007. ™
Fiscal Budget Priorities, the world has changed dramatically since the end of the last century, and the DoD

is changing with it—refocusing America’s forces and capabilities for the future.

The strategic priorities of the DoDD are based in large part on the Quadrennial Defense Review, the
first conducted in an era of global terrorism, which continues the shift in emphasis by identifying key.
strategic priorities. These priorities are currently focused on mission critical capabilities of our armed.
forces, and providing the support infrastructure necessary to sustain these forces in a time of heightened
warfare readiness and deployment. ' N

The 2007 Fiscal DoD Budget is $439.3 billion, an increase of $28.5 billion over Fiscal Year fﬂ(_]éfﬁ‘he
budgetary increase is primarily a result of supporting Operation Iraqi Freedom with signi'ﬁgzlan;’b'\l]cllgétary
increases for the U.S. Army (+$12.7 billion), the U.S. Navy (-!t7$4.1 billion) and the U.S. Marine Corps

(+50.8 billion), The U.S. Air Force (+86.3 bilion), and Defensc-wide increasés of +$4.6 Billion. The total

budgetary increasé of approximately 7% represents a ‘significant opportuhity to key federal govérnment
contractors in support of the DoD’s war fighter, information technology, and other operational priorities.
We believe there will be significant markét 'opport'uﬁft'ies for providers‘of system sustaintmént, IT and -
engineering services and solutions to.federal government agencies, particularlythose in the defenseand

homeland security community, ‘over the next severalyéars... . .» o .+ v a0 00T e 0N

c T Y ' .- . \
. ik .

Focus on Federal Government Transformation

The federal government, and the DoD in particular, i$ in the midst of a significant transformatio thit
is driven by.the federal government’s need-to address the changing nature of global threats. A significant
aspect of this transformation is the use of Command, Control, Communications, Computing, Intelligénce, -
Surveillance and Reconnaissance (C4ISR), and information technology to increase the federal .+ " v
government’s,effectiveness.and efficiency. The result is increased federal government spendingon. © +
information technology to upgrade networks and transform the federal government from separate, isolated
organizations into larger, enterprise level, network-centric organizations capable of sharing information
broadly and quickly. While the transformation initiative is driven by the need to prepare for new world
threats, adopting these IT transformation initiatives will also improve efficiency and reduce infrastructure
costs across all federal government agencies.

13




Competitive Strengths = .. .~ .. . .

We believe we are well pos‘itio'ned to meet the rapidly evolving needs of federal government agencies
for hlgh-end engineering services and IT solutions bécause we possess the followmg key business strengths
P Y ot . ' : [ ' , S

In-Depth Understandmg of Client MISS!OHS . < C ‘ '

We have a 10ng hlStOIy of prowdmg mlssmn -critical services and solutions to our clients, enabling us'to
develop an m—depth understanding of thelr missions and technical needs. In addition, a mgmﬁcant number
of our employees are located at cllent sites, giving us valuable strategic msilghts inito clients’ ongoing and’
future | program requlrements Our in-depth understandmg of our client missions, if con;unctlon with the
strategic location of our emp]oyees enables us to offer technical solutions tailored (o our clients’ specific
requirements and consistent with their evolving mission objectives.

Diverse Base of Key Contract Vehicles e

- As a result of our business development focus on éecnring key contracts, we aré a preferred contractor
on numerous multi-year GWACs and MACs that provide us the opportunity to bid on hundreds of. -
millions of dollars of business against a discrete number of other pre quallfied companies each year. These
contracts include: . oL oo o A ‘ . Lo

Seaport-¢ ) o T ©

.GSA . . ¢ ' " SRR ,

Passive RFID EPC 1 g ST o o ‘ '

PES " L : : P : . . :

IT . . o : R '
LOG World :
Mobis |
. Millennia Lite .
AMCOM Express L
’ Consol:dated Acquisition of Professional Services (CAPS)
.Support Servnces for Aviation, Air Defense & Missile Systems (NAVSURFWARCENDIV)
Systems Engmeermg and Technical Assistance Contract (SETAC)

- . oo
Spec:lahzed Engmeenng, Development & Test Art1clesfModels

While the federal government is not obligated to make any awards under these: vehlcles, we beheve
that holding preferred positions on these contract vehicles provides us an advantage as we seek to expand
the level of services we provide to our clients.

Highly Skrlled Employees and an Experienced Management Team

. -We deliver our services thtough a highly skilled workforce of approx1mately 1,200 employees in our -
on-going business, as of August 1, 2007..Our senior managers have over 125 years of collective experience
with federal government agencies, the U.S. military, and federal government contractors. Members of our
management team have experience growing businesses organically, as well as through acquisitions. -
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Strategy : . . . A

Our objective is to aggressively grow our business as a ]éading provider of high-end engineering .
services and information technology solutions to federal government agencies while improving our ~
profitability. To achieve our objective, we intend to:

LY

[ W

Accelerate Internal Growth

We intend to accelerate our internal growth rate by capitalizing on our current contract base, o
expanding services provided to our existing clients, expanding our client base and offering new,
complementary services. - : o , . '

* Capitalize on Current Contract Base. We intend to aggressively puisue task orders under existing
contract vehicles to maximize our revenue and strengthen our client relationships, though there is no
assurance that the federal government will make awards up to the ceiling amounts or that we will be
awarded any task orders under these vehicles. We have developed several internal tools that facilitate our "
ability to track, prioritize and win task orders under these vehicles. Combining these tools with our’
technical expertise, our strong past performance record and our knowledge of our clients’ needs, should
position us to win additional task orders. . Com ‘ ' v -

Expand Services Provided to Existing Clients. We intend to expand the services we provide to our
current clients by leveraging our strong relationships, technical capabilities and past performance record.
We believe our understanding of client missions, processes and needs, in conjunction with our full lifecycle
IT offerings, positions us to capture new work from existing clients as the federal government continues to
increase the volume of IT setvices contracted to professional services providers. Moreover, we believe our
strong past performance record positions us'to expand the level of services we provide to our clients as the -
federal government places greater emphasis on past performance as a criterion for awarding contracts. :

Expand Client Base. 'We also plan to expand our client base into areas with significant growth _
opportunities by levéraging our industry reputation, long-term client relationships and diverse contrdct
base. We anticipate that this expansion will eriable us both to pursue additional higher value work andto
further diversify our revenue base across the federal government. Our long-term relationships',wit_h federal
government agencies, together with our GWAC vehicles, give us opportunities to win contracts with new
clients within these agencies. ' '

LI
v ot

Improve Operating Marginé

We believe that we have significant opportunities to increase our operating margins and improve -
profitability by capitalizing on our corporate infrastructure investments and internally developed tools, and
concentrating on high value-added prime contracts. -

v Fal

Capitalize on Corporate Infrastructure Investments.  In recent periods, we have made significant -
investments in our senior management and corporate infrastructure in anticipation of future revenue
growth. These investments included hiring senior executives with significant experience with federal- - -

IT services companics, strengthening our internal controls over financial reporting and accounting staff in
support of Sarbanes-Oxley compliance and public company reporting requirements and expanding our . -
Sensitive Compartmented Information Facilities (SCIFs) and other corporate facilities. We believe our-
management experience and corporate infrastructure are more typical of a company with a much larger - - *
revenue base than ours. We therefore anticipate that as our revenue grows, we will be able to leverage this
infrastructure base and increase our operating margins. : '

Concentrate on High Value-Added Prime Contracts. We expect to improve our operating margins as
we strive to increase the percentage of revenue we derive from our work as a prime contractor and from:
engagements where contracts are awarded on a best value, rather than on a low cost, basis. The federal "
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government’s move toward performance-based contract awards to realize greater return on its investment
has resulted in a shift to greater utilization of best value awards. We believe this shift will enable us to
expand our operating margins as we are awarded more COl'ltl'aCtb of this nature.

Pursue Strategic Acquisitions.

We intend to supplement our organic growth by identifying, acquiring and integrating acquisitions
that complement and broaden our existing client base and expand our primary service offerings. OQur |
senior management team "brings significant acquisition experience.

v

In the fourth quarter of 2006, we acquired Madison Research Corporation (“MRC”), a Huntswlle :
Alabama based privately-held provider of high-end engineering, weapon systems support, and professional
services to the U.S. Army, U.S. Air Force, and NASA. Through the MRC acquisition, we significantly
expanded our customer footprmt within the DoD, added an important new customer with the U.S. Army,
and added a key service differentiator by including weapon systems life cycle sustamment operations and
mamtenance to our core competencies, which will help us achieve our long term growth objectives. .

We intend to pursue additional acquisition opportunities'to continue to expand our customeér base
and to added new areas of differentiation to our business model.

Growth Strategy o S

Our revenues have grown orgamcally by establishing new business units with experlenced senior .

executives who have the ability to grow these business units and expand our customer base. Qur ob]ecuve

" is to-continue growing revenues organically and through strategic acquisitions. In order to assistin . ~
accomplishing this objective, we are focused on expanding new business development resources to build
the necessary infrastructure to identify, bid on and win new business. Additionally, we plan to acquire
businesses that meet our primary objective of providing us with enhanced capabilities in order to pursue a
broader cross section of the DoD, DHS and other government markets, which at the same time, may
enable us to achieve our secondary objective of broadening our customer base. We are currently evaluating
potential targets. We ant:cnpatc that we will need to obtain addmonal financing through the sale of equity
or debt securities to fund any such acquisitions. We also expect 1o re-compete on our ex1stmg engineering
and management contracts. Qur rate of revenue growth depends upon many factors, , including, among
others, our success in bidding on new contracts and re-competes of our existing contracts, the continuation
of our existing programs, the funding levels for our contracts; our ability to meet demand for our services
or products and our ability to make strategic acqumtlons and to grow the businesses of our acqulred ’
companies. n : -

Current QOrganization oo ‘ _ , . .

We currently have two types of business operations: federal; and non-federal: We do not treat our
on-going business operations as separate segments. Rather, we view our business as an integrated whole.
Within our federal division, we have sectors of expertise: “Communications & Technology Sector (CTS),”
“Technical Resources Sector (TRS),” and “Engineering Design and Solutions Sector (EDSS).” Within our
non-federal division, we maintain regional office locations, comprised of the Mid Atlantic Regional Office,-
Southeast Regional Office, and the Southwest Regional Office, where we are focused on security
inlegration services, . : - SRR

Federal Business - <

Our federal business serves the federal information technology services market, which includes the
design, development, deployment, integration and management of communications and information
networks. - ) oL . .
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The fiscat year (FY) 2007 defense budget supports substantial investments in advanced technology to
provide advantages over our enemies, particularly in remote sensing and high-performance computing.
This includes investments in communications improving connectivity between troops and their
commanders well beyond the field of battle. C4ISR capabilities, information communications and
transformation are some of the key areas of focus for the DoD's technology spending. We believe
opportunities for growth can be found in the following areas: .

Weapon Systems Lifecycle Support

C4ISR : |
Defense IT

Knowledge management

Systems integration

Outsourced engineering services

r

We have historically targeted these areas for growth with our engineering service solutions, and in the
past two years, we have begun to further supplement this growth by expanding our customer footprint in
these areas through continued strategic acquisition. In particular, through our acquisition of MRC, we
have added both service and product capabilities in: weapon systems support and maintenance; space
programs; software and I'T solutions; and advanced telecommunications programs.

The growth in the government information technology market is being driven by a riumber of factors,
including an overali desire on the part of the federal government to upgrade communication and .
information systems, the aging of the federal workforce, and an increase, in the use of private sector
outsourcing. In addition, market growth has been driven and will continue to be driven in large part by
DoD information technology spending which has been increasing over the past two years at an even faster
rate than the overall government information technology market.

Our federal government business segment also focuses on the homeland security market with -
products and services aimed at providing first responders to emergency situations with a real time 3D
image of the incident site.

Nor;-F ederal Business

Our non-federal business provides system design, deployment, integration, monitoring and support
services for non-federal, state, local and municipal governments and civilian networks. Non-federal
networks have been traditionally segregated into systems such as voice, data, access control, video
surveillance, temperature control and fire alarm. We provide services that combine such systems and offer
integrated solutions on Ethernet-based and 1P based platforms. We also offer solutions that combine
safety, voice, data, electronic security and building automation systems with fixed or wireless connectivity
solutions. ' . .

We aim to meet the needs of any non-federal government customer by understanding the needs of the
particular entity, sifting through the multiple solutions and complex technologies available in the
marketplace and designing, deploying, managing and maintaining a cost-effective and integrated solution
that is capable of evolving as the needs of the client change with time. Our target markets include '
opportunities at; military bases, retail, healthcare, education, and public facilities. c

+

Our commitment to these markets and our proven ability to provide feature-rich, cost-effective
solutions has allowed us to become one of the larger independent civilian integrators for these types of
systems.
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Services-and Solutions . : . . ‘

'We provide a range of integrated engineering, war fighter, security and information techliology
services and solutions by leveraging our five core service offerings: network engineering; engmeermg
services; range and techmcal services; security systems integration; and 1T services.

Weapons System Life Cycle Sustainment

We provide weapons systems life cycle sustainment services for the Department of Defense and
forzign governments. These services focus on maintaining, testing and repairing certain weapons systems
for the war fighter.

Engineering services

We have comprehensive experience providing engineering services at any phase of a project lifecycle
including Program Management, Engineeiing Design, Systems Engineering, C41 System INCO,
Operations & Maintenance, Integrated Logistics, Test & Evaluation, Security/Building Mappmg, '
Propulsion R&D, Advanced Telecommunications, and Warfare Systems Training.

L

Range & Technical Services” - : '

¢ A key area of differentiation for us is within the range and-technical service areas we offer. We have
resources stationed at-virtually all major range locations throughout the United States, including
NAWC Pt. Magu, Hawaii Pacific Missile Range, Fort Bliss, Texas, and White Sands Missile Range,
New Mexico. Our services include;, Aerial Targets Operatioris & Maintenance, Surface Targets
Operations. & Maintenance, Missile Systems Operations & Maintenance, Range Operations Planning &
Support, HAZMAT Management, Supply & Logistics Support, and Manufacturing. S

Serumy Systems Integranon

We have broad experience integrating security services and solutions across a number of network and
communications platforms. In particular, our non-federal business has long-standing experience and has
developed vast customer relationships by providing best-in- class systems integration services on a variety of
platforms including Digital (1P) Surveillance & Security, Buﬂdmg Automation Systems & Controls,

Fire & Life Safety Systems, Access Control & Perimeter Protection, and Service & Maintenance.

Ne twork En gmeenng

We offer a full Ilfecycle of network engineering services to our cllents from the initial analysis of the '
requirements and design of the network through implementation and testing of the solution, including the
design of disaster recovery contingency plans. Our network engineering capabilities include architecture *
development design, implementation, configuration, and operation of Local Area Networks (LAN),
Metropohtan Area Networks (MAN) and Wide Area Networks (WAN). Our extensive experlence
providing the followmg network engineering services for federal government clients allows us to rapldly
ldentlfy potential bottlenecks, security threats and vulnerabilities, and address these potenttal issues w1th ,
cost-effective solutions in Design, Architecture, Testing System, Integration, Deployment, Securlty
Assessments, Recovery Plans, and Certification.

IT Services

We offer a range of IT services and solutions from conceptual network planning to system service and
maintenance. We have extensive experience building complex and secure networks for the federal
government, and we possess in-depth experience with network operations centers (NOCs). Our services
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include Network Operations Centers (NOCs), Help Desks, System Maintenance, System Upgrades,.
Configuration Management, Data Warehousing, COTS Selection and Integration, and High Performance
Computing. ‘

Customers . . . .

Our primary customers include the U.S. Department of Defense, and various, federal state and local )
government agenues Representative customers include:

U.S. Department of Defense (DoD) :

U.S. Army - ' e S
U.S. Navy

Foreign Military Services (FMS) b e S '
U.S. Department of Energy (DOE) C ' o o

Defense Logistics Agency (DLA) : v

Defense Contract Management Agency (DCMA) A
Defense Commissary Agency (DeCA)

Defense Information Systems Agency (DISA)

Space and Naval Warfare (SPAWAR) Systems Center
Joint Interagency Task Force-South {JLATF-South) .
National Aeronautncs and Space Administration (NASA) - , -

.

Competition ' _ .

Our market is competitive, and includes the full range of federal and non-federal engineering and
[T service providers. Many of the companies that we compete against have significantly greater financial,
technical and marketing resources, and generate greater revenues than we do.

Competition in the federal business segment includes tier one, large federal government contractors,
such as Northrop Grumman, SAIC, ITT Industries, Inc., Computer Sciences Corporation, ARINC,
Raytheon Corporation, BAE, CACI. While we view government contractors'as competitors, we often team
with these companies in joint'proposals or in the delivery of our services for customers. Tier two *
competitors include NCI, Inc., Stanley, Inc., MTC Technologles SYS Technolog:es and Dynamlcs
Research Corp :

Competmon in the non -federal business segment lncludes Siemens Building Techno]ogy, Johmon
Controls, Ingersoll, Rand and Convergent.

We believe that the principal competitive factors in our ability to win new business mclude past
performance, qualifications, domain and technology expertise, the ability to replace contract vehicles, the
ability to deliver results within budget (time and cost), reputation, accountability, staffing flexibility, and
project management expertise. We believe our ability to compete also depends on a number of additional "_
factors including the ability of our customers to perform the services themselves and competitive pricing
for similar services.

PO Lo .
+ .t ‘ . . b 0 ' * - i

Employees C .- v v

' As of August 1, 2007 we employed in our on-going business approxsmately 1,200 full-time employee‘; '
consultants and contractors worldwide. As of the date of this report, approximately 25 employees are.-
represented by a labor union, and we have not experienced any work stoppages. This employee count does
not include the deployment business employees on our payroll until October 1, 2007, who are currently
being leased by Platmum Equity.

I}
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Item 1A. Risk Factors
Risks Related to Qur Business

You should carefully consider the following risk factors and all other information contained herein as well
as the information included in this Annual Report, and other reports and filings made with the SEC in
evaluating our business and prospects. Risks and uncertainties, in addition to those we describe below, that are
not presently known to us or that we currently believe are immaterial may also impair our business operanons if
any of the following risks occur, our business and financial results could be harmed and the price of our
common stock could decline. You should also refer to the other information contained in this report, incliding
our unaudited consolidated financial statements and related notes.

The matters relating to our internal review of our stock option granting practices and the restaternent of our
Jfinancial statements have exposed us to civil litigation claims, regulatory proceedings and government proceedings
which could burden the Company and have a material adverse effect on us. : -

Our current executive management team, which has been in place since 2004, initiated the Equlty
Aviard Review in the summer of 2006 in reaction to media reports regarding stock option granting
practices of public companies. The Equity Award Review was conducted with oversight from the Board

~and assistance from our outside counsel, Morrison & Foerster. In February 2007, the Board appomted a
Special Committee of the Board to review the adequacy of the Equity Award Review and the
recommendations of management regarding historical option granting practices, and to make
recommendations and findings regarding those practices and individual conduct. The Special Committee
was not charged with making, and did not make, any evaluation of the accounting determinations or tax '
adjustments. The Special Committce was comprised of a non-employee director who had not served on
our Compensation Committee before 2005. ! ‘

The Equity Award Review encompassed all grants of oﬁtions to purchase shares of our common stock
and other equity awards made since two months prior to our IPO in November 1999 through
December 2006. We also reviewed all option grants that were entered into our stock option database
(Equity Edge) after our [PO with a grant date before November 1999, as well as other substantial grants
issued prior to our IPQ, consisting of more than 14,000 grants. We further reviewed all option grants with a
grant date that preceded an employee’s date of hire. As part of the review, interviews of 18 current and
former officers, directors, employees and attorneys were conducted, and more than 40 million pages of
electronic and hard copy documents were searched for relevant information. The Special Committee also
conducted its own separate review of the option granting practices during the tenure of current executive
management team through additional interviews and document collection and review with the assistance of
its own separate counsel, Pillsbury Winthrop, and FTI Consulting. :

“The Eiquity Award Review established the absence of contemporaneous evidence supporting a
substantial number of the previously-recorded option grants, substantially ail of which were made in the
period from 1998 through late 2003. During this period of time, in some instances, documents, data and
interviews suggest that option grants were prepared or finalized days or, in some cases, weeks or months
after the option grant date recorded in our books. The affected grants include options issued to certain
newly-hired employees but dated prior to their employment start dates and options issued to non-
employees, including advisors to the Board erroneously designated as employees. The Special Committee
also concluded that certain former employees and former officers participated in making improper option
grants, including the selection of grant dates with the benefit of hindsight and in the deferral of the -
recording of otherwise approved option grants.

In light of the Equity Award Review, the Audit Committee of our Board concluded that our prior
financial statements for periods from 1998 through our filing of interim financial statéments for the period
ended September 30, 2006, can no longer be relied upon and must be restated. Qur management
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determined that, from fiscal year 1998 through fiscal year 2005, we had unrecorded non-cash equity-based
compensation charges associated with our equity incentive plans. These charges are material to our
financial statements for the years ended December 31, 1998 through 2005, the periods to which.such -
charges would have related. Previously filed annual reports on Form 10-K and quarterly reports on

Form 10-Q affected by the restatements have not been and will not be amended and should not be relied
upon o , S,

Our past stock option granting practices and the restatement of our prior fmancml statements have
exposed ahd may continue to expose us to greater risks associated with litigation, regulatory proceedings
and government inquiries and enforcement actions. As described in Part [, Item 3, “Legal Proceedings,”
several derivative complaints-have béen filed in state and federal courts against our current directors, some
of our former directors and some of our current and former executive officers pertaining to allegations *
relating to stock option grants. The SEC has initiated an informal inquiry into our historical stock option
granting practices and we received a subpoena from the United States Attorney’s Office for the Southern :
District of California for the production of documents relating to our historical stock option grantmg
practices, which could result in civil and/or crithinal actions seeking, among other things, ifijunctions’ *
against us and the payment of significant fines and penalties by us. We are cooperating with the SEC and
the United States Attorney’s Office for the Southern District of California, and expect to continue to ,
do so. . . i ) . Ce ey,
We have not been in compliance with The Nasdaq Stock Market’s continued listing reqmremenrs and remain .,
subject to the risk of our stock being delisted from The Nasdaq Global Select Market, which would have a material
adverse effect on us and our stockholders. . ‘ . e

* 4 Due to the Equity Award Review and resulting restatements, we could not timely file with the SEC
our'Annual Report on Form 10-X for the year ended December 31, 2006 or our Quarterly Reports on
Form 10-Q for the periods ended March 31, 2007 and June 30, 2007. As a result, and as described in Part |,
Item 3, “Legal Proceedings,” we were not in compliance with the filing requirements for continued listing -
on The Nasdaq Global Select Market as set forth in Marketplace Rule 4310(c)(14) and were subject to
delisting from The Nasdaq Global Select Market. Until we fite our Quarterly Reports on Form 10-Q for’
the periods ended March 31, 2007, and June 30, 2007, we will continue tobe in non-compliance with o
Marketplace Rule 4310(c)(14), and our common stock may be delisted from The Nasdaq Select Global
Market. If our stock is delisted, it would be uncertain when, if ever, our common stock would be relisted. If
a delisting did happen, the price of our stock and the ability of our stockholders to trade in our stock could
be adversely affected and, depending on the duration of the delisting, some institutions whose charters
disallow holding securities in unlisted companies might sell our shares, which could have a further adverse .
effect on the price of our stock. . , . "o

. I .
The process of restating our financial statements, making the associated disclosures, and complymg with SEC
requirements are subject to uncertainty and evolving requirements.

We have worked with our outside legal counsel and our independent registered public accounting
firms to make our filings comply with all related requirements. Nevertheless the issues surrounding our
historical stock option grant practices are complex and the regulatory guidelines or requirements continue
1o evolve. There can be no assurance that further SEC and other requirements will not evolve and that we
will not be required to further amend this and other filings. In addition to the cost and time to amend
financial reports, such amendments may have a material adverse affect on investors and common stock
price and could result in a delisting of our common stock from The Nasdaq Global Select Market.

*
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A number of our current and former executive officers and directors have been named as parties to several - .
derivative action lawsuits arising from our internal option review, and there is a possibility of additional lawsuilts, -
all of which could require srgmﬁcant management time and attentwn and resulf in significant legal expenses.

'We are subject to a nitmber of lawsuits purportedly on behalf of Wireless Facilities, Inc. against
certain of our current and'formér executive officers and board members, and we may become the subject
of additional private lawsuits. Subject to certain limitations, we are obligated to indemnify our current and
former directors, officers and employees in connection with the investigation of our historical stock option
practices and such lawsuits. The expenses associated with these lawsuits may be significant, the amount of
time to resolve these lawsuits is unpredictable and defending these lawsuits may divert management’s .
attention from the day-to-day operations of our business, which could.have a material adverse effect on .
our financial condition, business, results of operatlons and cash flows. '

Ongo.mg government mqumes relating to our past stock optton practlces may be time consummg and expenswe
" and could result in injunctions, fines and penalties that may have a material adverse effect on our financial
condiftion and results of operanans

-t c 1 - N ' ey
Thei mqumes by the Department of Justice' (“DOJ ) and the SEC info our’past stock-option practices

“are ongomg We have cooperated with the DOJ and the SEC and expect to continue to do so. The period
of time necessary to resolve these inquiries is uncertain, and we cannot predict the outcome of these
inquiries or whether we will face additional government inquiries, investigations or other actions related to
our historical stock option grant practices. Subject to certain limitations, we are obligatéd to indemnify our’
current and former directors, officérs and employees in connection with the investigation of our historical
stock option practlces these DOJ and SEC inquiries and any future government inquiries, investigations or
actlons These inquiries could require us to expend significant management time and incur significant legal
and ather expenses, and could result in civil and criminal actions seeking, among other things, injunctions
against us and the payment of significant fines and penalties by us, which could have a material adverse
effect:on our financial condition, business, results of operations and cash flow.

.t i

We fa«"e intense competltwn ﬁ'om many competitors that have greater resourees than we. do, which could result in
price reductwns, reduced profitability or loss of market share.

We'operate in highly competitive markets and generally encounter intense competition to win - -

* contracts from many other firms, including mid-tier federal contractors with specialized capabilities and -
large defense and IT services providers. Competition in our markets may increase as a result of a number
of factors, such as the entrance of new or larger competitors, mcludlng those formed through alliances or
consolidation. These competitors may have greater financial, technical, marketing and public relations
resources, larger client bases and greater brand or name recognition than we do. These competitors could,
: among other things:

o divért sales from us by wmnmg very large-scale govemment contracts, a risk that is enhanced by the
recent trend in government procurement practices to bundle services into larger Contracts

s N '

. force us ‘to charge lower prlees or -

ot ! 3

1« adversely affect our relationships with current clients; including our abrhty to continue to win
PR compentlvely awarded engagements in which we are the incumbent. o

If we lose business to our competttors or are forced to lower our prices, our revenue and our
operating proflts could dechne In addmon we may face competrtlon from our subcontractors who from
fime-to-time, seek to obtain prime contractor status on contracts for which they currently Serve as a

' subcontraetor to us. If one or more of our current subcontractors are awarded prime contractor status on
such contracts in the future, it could divert sales from us or could force us to charge lower prices, which
could cause our margms to suffer.




Our guarterly operating results may fluctuate significantly as a result of factors outside of eur control, which
could cause the market price of our common stock to decline.

We expect our revenue and operating results to vary from quarter to quarter. As a result, our '
operating results may fall below the expectations ‘of securities analysts and investors, which could cause.the
price of our common stock to decline. Factors that may affect our operating results include those listed in
this “Risk Factors” section and others such as: : ‘ :

e fluctuations in revenue recognized on contracts;

variability in demand for our services and solutions;
 commencement, completion or termination of contracts during any particular quarter;

e timing of award or performance incentive fee notices; o : g

e timing of significant bid and proposal costs; o "

« variable purchasing patterns under the GSA Schedule 70 Contracts, government wide acquisition ’
contracts (GWACs), blanket purchase agreements and other Indefinite Delivery/Indefinite
Quantity (ID/1Q) contracts;

+ strategic decisions by us or our competitors, such as acquisitions, divestitures, spin-offs and join
ventures;

e strategic investments or changes in business strategy;
e changes in the extent to which we use subcontractors;
o seasonal fluctuations in our staff utilization rates; 7

e federal government shutdowns or temporary faéility closings;

» fluctuations in demand for outsourced network services or engineering services; Y

e changes in our cffective tax rate including changes in our judgment as to the necessity of the
valuation allowance recorded against our deferred tax assets, and™ I

e the length of sales cycies.

Reductions in revenue in a particular quarter could lead to lower profitability in that quarter because
a relatively large amount of our expenses are fixed in the short-term. We may incur significant operating
expenses during the start-up and early stages of large contracts and may not be able to recognize
corresponding revenue in that same quarter. We may also incur additional expenses when contracts expire,
are terminated or are not renewed.

o . w0 b
In addition, payments due to us from federal government agencies may be, delayed due to billing
cycles or as a result of failures of government budgets to gain congressional and administration approval in

a timely manner. The federal government’s fiscal year ends September 30. If a federal budget for the next

federal fiscal year has not been approved by that date in each year, our clients may have to suspend
engagements that we are working on until a budget has been approved. Any such suspensions may reduce
our revenue in the fourth quarter of that year or the first quarter of the'subsequent year. The federal”
government’s fiscal year end can also trigger increased purchase requests from clients for equipment and
materials. Any increased purchase requests we receive as a result of the federal government’s fiscal year
end would serve to increase our third or fourth quarter revenue, but will generally decrease profitmargins
for that quarter, as these activities generally are not as profitable as our typical offerings.

:
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Our business could be adversely affected by changes in budgetary priorities of the Feileral Government. Lo

Because we derive a significant portion of our revenue frém contracts with the Federal Government, '
we believe that the success.and development of our business will continue to depend on our successful
participation in Federal Government contract programs. Changes in Federal Government.budgetary..

_ priorities could directly affect our financial performance. A significant decline in-government expenditures,
a shift of expenditures away from programs that call for the types of services thatwe provide; or.a chinge -
in Federal Government contracting pohcxes could cause Federal Governmental agencies to reduce their
expenditures under contracts, toexercise their right to terminate cofitracts at’ anty time without penalty, not
1o exercise options to extend contracts, or to delay or not enter into new contracts. Any of those actions
could seriously harm our business, prospects, financial condition or operating results. Moreover, although
our contracts with governmental agencies often contemplate that our services'will be'performéd over a
period of several years, Congress usually must approve funds for a given program each government fiscal
year and may significantly reduce or eliminate funding for a program Slgmficant reductions in these
appropriations by Congress could have a material adverse effect on dur busingss. Additional factors that
could have a serious adverse effect on our Federal Government contracting business include: -

r -
1 [

e changes'in Federal Government programs of requirements; ' ' ' '

Y

* budgetary priorities limiting or delaying Federal Government spendmg generally, or by SpE:lelC
" - departments or agencies in particular, and changes in fiscal policies or avaitable fundmg, mcludmg
potential governmental shutdowns;

» reduction in the Federal Government’s use of technology and/or professional servides & solutions
firms; and

f . . I . o . 4

e an increase in the number of contracts reserved for small businesses which could result in our
inability to compete directly for these prlme contracts.

' or v,

Our contracts with the Federal Government may be terminated or'adyersely modified prior to completion, which
could adversely affect our business.

Federal Government contracts generally contain provisions, and are subject to laws and regulauons
that give the Federal Government rights and remedies not typically found in commercnal contracts
including provisions permitting the Federal Government to: A ’

PN termmate our ex1stmg contracts, o ' - N
L] reduce potentlal future income from our existing contracts
- » modify some of the terms and cOnditions in our existing contracts; -+ O e

¢ suspend or permanently prohibit us from domg busmess with the Federal Government or w:th any
specific govemment agency, : o=

* impose fmes and penaltles
) subjcct us to criminal prosecution;

. subjcct the award of some contracts to protest or challenge by competltors Wthh may requnre the
contracting federal agency or department to suspend our performance pendmg the outcome of the
protest or challenge and which may also require, the government to solicit new proposals for the , °
contract or result in the termination, reduction or modification of the awarded contract; .

e suspend work under existing multiple year conitracts and relatéd-task orders if the necessary funds '
are not appropriated by Congress; '

2%




« .decline to-exercise an option toextend an existing multiple year contract; and

-I,él‘alm rights.in technologies and systems invented, developed or produced by us.

The Federal Government may terminate a contract with us either “for convenience” (for instance,-due
to a change in its perceived needs or its desire to consolidate work under another contract) or if we default
by failing to perform.under the contract. If the Federal Government terminates a contract with us for
conveniénce; we generally would be entitled to recover only our incurred or committed costs, settlement -
expenses and profit on the.work completed prior to termination. If the Federal Government terminates a
contract with us'based upon our default, we generally would be denied any recovery for undelivered work,
and instead may be liable for excess costs incurred by the Federal Government in procuring undelivered
{tems from an alternative sourcé and other damages as authorized by law. As is common with government
contractors, we have experienced and continue to experience occasional performance issues under some of
our contracts. We may in the future receive show-cause or cure notices under contracts that, if not '
addressed to the,Federal Government’s satisfaction, could give the government the right to terminate
those contracts for default or to cease procuring our servicgs under those contracts,,

Our Federal Government contracts typically have terms of one or more base years and one or more
option years. Many of the option periods cover more than half of the contract’s' potential term. Federal -
governmental agencies generally have the right not to exercise options to extend a contract. A decision to
terminate or not o éxercise options to extend our existing contracts could have a material adverse effect
on our business, prospects, financial condition and results of operations.

Certain of our'Féile'ral Government contracts also contain “organizational conflict of interest” clauses
that could limit our ability to compete for certain related follow-on contracts. For example, when we work
on the design of a particular solution, we may be precluded from competing for the contract to install that
solution. While we actively monitor our contracts to avoid these conflicts, we cannot guarantee that we will
be able to avoid all organizational conflict of interest isses. ' '

+ .- LR - T 1 i .
If we fail to-establish and maintain important relationships with government entities and agencies, our ability to
successfully bid for new business may be adversely affected. - ' ‘

' . . . ., 1 .. - .f . . B . . . .

., To develop new business opportunities, we primarily rely on establishing and matntaining
relationships with various government entities and agencies. We may be unable to successfully maintain
our relationships with government entities and agencies, and any failure to do so could materially adversely
affect our ability to compete successfully for new business.

Carov. . . : E
Failure to maintain strong relationships with other government contractors could result in a decline in our
revenue.

Kl + v 1

In our federal business we often act as a subcontractor or in “teaming” arrangements in which we and
other contractors bid together on particular contracts or programs. As a subcontractor or team member,
we often lack control over fuifillment of a contract, and poor performance on the contract could tarnish
our reputation, even when we perform as required. We expect to continue to depend on relationships with’
other contractors for a pqrfion of du; revenue in the foreseeable future. Moreover, our revenue and
operating regults could be materiglly advc?rsely affected if any prime contractor or teammate chooses to
offer a client services of the type that we provide or if any prime contractor or teammate teams with other
companies to independently provide those services.

We cannot guarantee that our contracts will ‘result in actual revente.

S . ‘ ' : . ; i
Therg can be no assurance that our contracts will result in actual revenue in any particular period, or
at all, or that any contract will be profitable. The actual receipt and timing of any revenue is subject to
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various contingencies, many of which are beyond our control. The actual receipt of revenue on contracts
may aever occur or may change because a program schedule could change, the program could be canceled,
a contract could be reduced, modified or terminated early, or an option that we had assumed would be
exercised not being exercised. Further, while many of our federal government contracts require
performance over a period of years, Congress often appropriates funds for these contracts for only one .
year at a time. Consequently, our contracts typically are only partially funded at any point during their
term, and all or some of the work intended 1o be performed under the contracts will remain unfunded .
pending subsequent Congressional appropriations and the obligation of additional funds to the contract by
the procuring agency. Our estimates of contract value are based on our experience under such contracts
and similar contracts, However, there can be no assurances that all, or any, of such estimated contract
value,wilt be recognized as revenue. . .

. . !
Loss of our GSA contracts or GWACSs would impair our ability to attract new business.

We are a prime contractor under several GSA contracts and GWAC schedule contracts. We believe
that our ability to continue to provide services under these contracts will continue to be important to our
business because of the multiple opportunities for new engagements each contract provides. If we were to
lose our position as prime contractor on one or more of these contracts, we could lose substantial revenues
and our operating results could suffer. GSA contracts and other GWACs typically have a one or two-year
initial term with multiple options exercisable at the government client’s discretion to extend the contract
for one or more years. We cannot be assured that our government clients will continue to exercise the
options remaining on our current contracts, nor can we be assured that our future clients will exercise
optmm on any contracts we may receive in the future.

‘
[
|

Ifwe fatl to atiract and retain skilled emplayees or employees with the necessary security clearances, we might not
be able to perform under our contracts or win new business. '

The growth of our business and revenue depends in large part upon our ability to attract and retain
sufficient numbers of highly qualified individuals who have advanced information technology and/or .
engineering skills, These employees are in great demand and are likely to remain a limited resource in the -,
foreseeable future. Further, obtaining and maintaining security clearances for employees involves a lengthy
process, and it is difficult to'identify, recruit and retain employees who already hold security clearances. If
we are unable to ‘recruit'and retain a sufficient number of these employees our ability to maintain and
grow our business could be limited. In a tight labor market, our direct labor costs could increase or we may

" be required to engage large numbers of subcontractor personnel which could cause our profit margins to
suffer. In addition, some of our contracts contain provisions requiring us to staff an engagement with
personnel that the client considers key to our successful performance under the contract. In the event we
are unable to provide these key personnel or acceptable substitutions, the client may terminate the
contract-and we may lose revenue. .

In addition, certain federal government contracts require us, and some of our employees, to maintain
Securlty clearances. If our employees lose or are unable to obtain security clearances, or if we are unable to
hire employces with the appropriate secunty clearances, the client may terminate the contract or decide
not to renew the contract upon its expiration. As a result, we may not detive the revenue anticipated from
the contract, which, if not replaced with revenue from other contracts, could seriously harm our operatmg
results.’

Our failure to maintain appropriate staffing levels could adversely q ect our business.

We can not be certain that we will be able to hire the requisite number of experienced and skilled
per€onnel when necessary in order to service a major contract, particularly if the market for related
personnel becomes competitive. Conversely, if we maintain or increase our staffing levels in anticipation of
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one or more projects and the projects are delayed, reduced or terminated, we may underutilize the

additional personnel, which would increase our general and administrative expenses, reduce our earnings

and possibly harm our results of operations. If we arc unable to obtain major contracts or effectively

complete such contracts due to staffing deficiencies, our revenues may decline and our business may be
-harmed.

If our subcontractors fail to perform their contractual obligations, our performance and reputation as a prime
contractor and our ability to obtain future business could suffer.

As a prime contractor, we often rely significantly upon other companies as subcontractors to perform
work we are obligated to perform for our clients. As we secure more work under our GWAC vehicles, we
expect to require an increasing level of support from subcontractors that provide complementary and
supplementary services to our offerings. Depending on labor market conditions, we may not be able to
identity, hire and retain sufficient numbers of qualified employees to perform the task orders we expect to
win. In such cases, we will need to rely on subcontracts with unrelated companies. Moreover, even’in
favorable labor market conditions, we anticipate entering into more subcontracts in the future as we
expand 6qr work under our GWACs. We are responsible for the work performed by our subcontractors,
even though in some cases we have limited involvement in that work. “

If one or more of our subcontractors fail to satisfactorily perform the agreed-upon services on a timely
basis or violate federal government contracting policies, laws or regulations, our ability to perform our
obligations as a prime contractor or meet our clients’ expectations may be compromised. In extreme cases,
performance or other deficiencies on the part of our subcontractors could result in a client terminating our
contract for default. A termination for default could expose us to liability, including liability for the
agency’s costs of reprocurement, could damage our reputation and could hurt our ability to compete for
future contracts, o : .o ' - '

If we experience systems or service failure, our reputation could be harmed and our clients could assert claims
dggzirfst us for damages or refunds. '

We create, implement.and maintain IT solutions that are often critical to our clients’ operations. We
have experienced, and may in the future experience, some systems and service failures, schedule or delivery
delays and other probléms in connection with our work. If we experience these problems, we may: !

'

lose revenue due to adverse client reaction;’

be required to provide additional services to a client at no charge;

e receive negative publicity, which could damage our reputition and adversely affect our ability to
attract or retain clients; and < '

suffer claims for substantial damages, -

In addition to any costs resuiting from product or service warranties, contract performance or  *
required corrective action, these failures may result in increased costs of loss of revenue if clients postpone
subsequently scheduled work or cancel, or fail to renew, contracts. , "

While many of our contracts limit our ]iabiiit)z' for consequential damages that may arise from )
negligence in rendering services to our clients, we cannot assure you that these contractual provisions will
be legally sufficient to protect us if we are sued.

In addition, our errors and omissions and product liability insurance coverage may not continue to be
available on reasonable terms or in sufficient amounts to cover one or more large claims, or the insurer
may disclaim coverage as to some types of future claims. As we continue to grow and expand our business
into new areas, our insurance coverage may not be adequate. The successful assertion of any large claim
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against us could seriously harm our business. Even if not successful, these claims could result in significant
legal and other costs, may be a distraction to our management and may harm our reputation. .

Security breaches in sensitive federal government systems could result in the loss of clients and negative publicity,

Many of the systems we develop, install and maintain involve managing and protecting information
involved in intelligence, national security and other sensitive or classified federal government functions. A
secunty breach in orie of these systems could cause serious harm to our business, damage our. reputanon
and prevent us from being eligible for further work on sensitive or classified systems for federal *
government clients. We could incur losses from such a security breach that could exceed the policy limits
under our errors and omissions and product liability insurance. Damage to our reputation or limitations on
our eligibility for additional work resulting from a security breach in one of the systems we develop,‘install .
and maintain could materially reduce our revenue. , o

e

Our employees may engage in misconduct or other improper activities, which could cause us to lose contracts.

1

We are exposed to the risk that employee fraud or other misconduct could occur. Misconduct by
employees could inchide intentional failures to comply with federal government procurement regulations,
engaging in unauthorized activities or falsifying time records. Employee misconduct could also involve the
improper use of our clients” sensitive or classified information) which could result in regulatory sanctions
against us and serious harm to our reputation and could result in a loss of contracts and a reduction in
revenues, [t is not always possible to deter employee misconduct, and the precautions we take to prevent
and detect this activity may not be effective in controlling unknown or unmanaged risks or losses, which -
could cause us toose contracts or cause a reduction in revenues.

. . . ' +
We may not be successful in identifying acquisition candidates and if we undertake acquisitions, they could .
increase our costs or lighilities and impair our revenue and operating results.

One of our'strategies is to pursue growth through acquisitions. We may not be able to identify suitable
acquisition candidates at prices that we consider appropriate. If we do identify an appropriate acqulsmon
candidate, we may not be able to successfully negotiate the terms of the acquisition or finance the
acquisition on terms that are satisfactory to us. Negotiations of potential acquisitions and the integration
of acquired business operations could disrupt our business by diverting management attention from
day-to-day operations. Acquisitions of businesses or other material operations may require additional debt
or equity financing, resulting in additional leverage or dilution of ownership. We may encounter increased
competition for acquisitions, which may increase the price of our acquisitions. .

We have completed several acquisitions of complementary businesses in recent years, and we
continually evaluate opportunities to acquire new businesses as part of our ongoing strategy. On .
October 2, 2006, we acquired MRC as an expansion of our Government Network Services segment, and we
cannot assure you that we will obtain the anticipated benefits of this acquisition. Further, our’integration
of historic and future acquisitions, including MRC, will reqmre significant management time and financial
resources because we will need to integrate dispersed operations with distinct corporate cultures. We also
may continue to expand our operations through business acquisitions over time. Qur failure to properly
integrate businesses we acquire and to manage future acquisitions successfully could seriously harm our
operating results. In addition, acquired companies may not perform as well as we expect, and we may fail
to realize anticipated benefits. We may issue common stock that would dilute our current stockholders’
ownership and incur debt and other costs in connection with future acquisitions which may cause our -
quarterly operating results to vary significantly.

1 we are unable to successfully integrate companies we may acquire in the future, our revenue and
ope ratmg results could suffer. The integration of such businesses into our operations may result in
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unforeseen operating difficulties (including incompatible accounting and information management
systems), may absorb significant management attention and may require significant financial resources that .
would otherwise be available for the ongoing development or expansion of our business. These difficulties
of integration may require us to coordinate geographically dispersed organizations, integrate personnel
with disparate business backgrounds and reconcile different corporate cultures. In certain acquisitions,
federal acquisition regulations may require us to enter into government novation agreements, a potentiatly
time-consuming process. In addition, we may not be successful in achieving the anticipated synergies from
these acquisitions, including our strategy of offering our services to clients of acquired companies 10
increase our revenue. We may experience increased attrition, including, but not limited to, key employees
of the acquired companies, during and following the integration of acquired companies that could reduce
our future revenue. ' ' ' '

¥

In addition, we may need to record write-downs from future impairments of identified intangible
assets and goodwill; which could reduce our future reported earnings. Acquired companies may have
liabilities or adverse operating issues that we fail to discover through due diligence prior to the acquisition.
In particular, to the extent that prior owners of any acquired businesses or properties failed to comply with
or otherwise violated applicable laws or regulations, or failed to fulfill their contractual obligations to the
federal government or other cliefts, we, as the successor owner, may be financially responsible for these
violations and failures and may suffer reputational harm or otherwise be adversely affected. The discovery
of any material liabilities associated with our acquisitions could cause us to incur additional expenses and
cause a reduction in our operating profits. ’

. Additionally, the Small Business Administration (SBA) is enacting new regulations which will require
small businesses to recertify their size standard within thirty days of any sale or merger. It is highly likely
that any company we may look to acquire will have some component of small business contracts. These
new regulations may impact our ability to retain all of the contracts after the acquisition. - '

The loss-of any member of our senior management could impair our relationships with federal government. clients
and disrupt the management of our business. :

We believe that the success of our business and our ability to operate profitably depends on the
continued contributions of the members of our senior management. We rely on out senior management to
generate business and execute programs successfully. In addition, the relationships and reputation that
many members of our senior management team have established and maintain with-federal government
personnel contribute 1o our ability to maintain strong client relationships and to identify new business
opportunities. We do not have any employment agreements providing for a specific term of employment
with any member of our senior management..The loss of any member of our senior management could
impair our ability to identify and secure new contracts, to maintain good client relations and to otherwise
manage our business. )

If we are unable to manage our growth, our business could be adversely affected.

Sustaining our growth has placed significant demands on our management, as well as on our
administrative, operational and financial resources. For us to continue to manage our growth, we must
continue to improve our operational, financial and management information systems and expand, motivate
and manage our workforce. If we are unable to manage our growth while maintaining our quality of service
and profit margins, or if new systems that we implement to assist in managing our growth do not produce |
the expected benefits, our business, prospects, financial condition or operating results could be adversely
affected. ' '
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Our margins and operating results may suffer if we experience unfavorable changes in the proportion of cost-plus-
. fee'or ﬁxed-pnce contracts in our total contract mix.

Although fixed-price contracts entail a greater risk of a reduced profit or financial loss'on a contract
compared to other types of contracts we enter into, flxed -price contrdcts typically provide higher profit
opportumtles because we receive the benefit of cost savmgs ‘In contrast, cost-plus-fee contracts are subject
to slatutory limits on profit margins, and generally are the least profitable of our contract types. Qur
federal government cusiomers typically determine what type of contract we enter into. ‘Cost-plus-fee and
flxed-pnce contracts in our federal'business accounted for approximately 31% and 37%, respectwely, of
ouf federal business revenues for the fiscal year ended December 31, 2006. To the éxtent that we énter into
more cost-plus-fee or less fixed- -price contracts in proportlon to our total contract mix in the future, our
margins and operatmg requlls may suffer.

Our cash flow and profi tabdzty could be reduced lf expenditures are incurred prior to the fi nal receipt of a
contract. - . .o ' f . Ly

We prowde various professional services and sométimes procure equipment and materials on behalf
of our federal government customers under various contractual arrangements. From time to time, in order
to ensure that we satlsfy our customers’ dellvery requirement$ and schedules, we may elect to mmate
procurement in advance of receiving final authorization from the government customer or a prime
contractor. If our government or prime contractor customers' requirements should change or if the
government or the prime contractor should direct the anticipated procurement to a contractor other than
us ot if the equipment or materials become obsolete or require modification before we are under contract
for the procurement, ourinvestment in the equipment or materials might be at risk if we cannot efficiently
resell-them. This could reduce anticipated earnings or result in a loss, negatively affecting our cash flow.
and profitability. ' :

We.may be:harmed by intellectual property infringement claims and.our failure to protect our intellectual property
could enable competitors to market products and services with similar features. e o '

We may become subject to claims from our employees or third parties who assert that software and
other forms of intellectual property that we use in delivering services and solutions to our clients infringe
upon intellectual property rights of such employees or third parties: Our employees develop some of the
software and other forms of intellectual property that we use to'provide our services and solutions to our
clients, but we also license technology from other vendors. If our employees, vendors, or other third parties
assert claims.that-we or our clients are infringing on their intellectual property rights, we could incur
substantial costs to defend those claims. In addition, if any of these infringement claims are ultimately
successful, we could be required to: cease selling or using products or services that incorporate the. -,
challenged software or technology; obtain a license or additional licenses from our employees, vendors, or
other third parties; or redesign our products and serv1ces thdt rely on the challenged software or
technology. - . \ '

In addition, if we are unable to protect our intellectual property, our competitors could market
sexvices or products similar to our services and products, which could reduce demand for our offerings.

N We may be unable to prevent unauthorized parties from attempting to copy or otherwne obtain and
use our technology Policing unauthorized use of our technology is difficult, and we may not be able to
prevent misappropriation of our technology, partlcularly in forelgn countries where the laws may ot
protéct our intellectial property as fully as those in the United States. Others, inchidifig our employees,
may circumvent the trade secrets and other intellectual property that we own. Litigation may be necessary
to enforce our intellectual property rights, to protect our trade secrets and to determine the validity and
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scope of the proprietary rights of others. Any litigation could result in substantial costs and diversion of -
resources, with no assurance of success. .

A preference for minority-owned, small and small disadvantaged businesses could impact our abiiit'y' to 'be-d,'prime

contractor on certain governmental procurements. . o L
As a result of the SBA set-aside program, the federal government may decide to restrict certain .
procurements only to bidders that qualify as minority-owned, small or small disadvantaged businesses. As a
result, we would not be eligible to perform as a prime contractor on those programs and wouldbe -,

restricted to a maximum of 49% of the work as a subcontractor on those programs. An increase in the -

amount of procurements under the SBA set-aside program may impact our ability tobidonnew. .. .
procurements as a prime contractor or restrict our ability to recompete on incumbent work that is placed.,
in the set-aside program. S R A

. L

We derive a significant portion of our revenues from a limited number of customers.

We have derived, and believe that we will continue to derive, a significant portion of our revenues -
from a fimited number of customers. To the extent that any significant customer uses less of our services'or
terminates its relationship with us, our revenues could decline significantly. As a result, the toss of any
significant client could seriously harm our business. For the fiscal year ended December 31, 2006, in our, - ,
federal business two customers comprised approximately 55% of our federal business revenues, and our
five largest customers accounted for approximately 80% of our total federal business revenues. None of
our customers are obligated to purchase additional services from us. As a result, the volume of work that . .
we perform for a specific customer is likely to vary from period to period, and a significant client in one
period may not use our services in a subsequent period. o Ce .

' L O oL ' - - W
If our customers do not receive sufficient financing or fail to pay us for services performed, our business.may,be
harmed. \ C e

A few of our customers in our non-federal business rely upon outside financing to pdy the costs of the
services we ptovide. These customers may fail to obtain adequate financing or experience delays'in’|
receiving financing and they may choose the services of our competitors if our competitors are willing and"™
able to provide project financing. In addition, we have historically taken significant write-offs of our )
accounts receivable. While the vast majority of our customers today are large federal customers and large
enterprises, it is possible that in some instances we may not receive payment for services we have already *
performed. If our customers do not receive adequate financing or if we are required to write off significant
amounts of our accounts receivables, then our net income will decline, and our business will be harmed.

Qur business is deper_zdenr upon our ability' to keep pace with the latest technological changes;

The market for our services is characterized by rapid change and technological improvements. Failure
to respond in a timely and cost effective way to these technological developments will result in sérious .
harm to our business and operating results. We have derived, and we expect to continue to derive, a v
substantial portion of our revenues from providing innovative engineering services and technical solutions
that are based upon today’s leading technologies and that are capable of adapting to future technologies.
As a result, our success will depend, in part, on our ability to develop and market service offerings that .
respond in a timely manner to the technological advances of our customers, evolving industry standards
and changing client preferences. o Cyoe

.

31




Failuire to properly manage projects may result in casts or claims. .

Our engagements often involve large scale, highly complex projects. The quality of our performance
on such projects depends in large part upon our ability to manage the relationship with our customers, and
to effectively manage the project and deploy appropriate resources, including third-party contractors, and
our own personnel, in a timely manner. Any defects or errors or failure to meet clients’ expectations could’
result in claims for substantial damages against us. Qur contracts generally limit our liability for damages
that arise from negligent acts, error, mistakes or omissions in rendering services to our clients. However,’
we cannot be sure that these contractual provisions will protect us from liability for damages in the event
we are sued. In addition, in certain instances, we guarantee customers that we will complete’a project by a
scheduled date. If the project experiences a performance problem, we may not be able to recover the
additional costs we will incur, which could exceed revenues realized from a project. Finally, if we - ;
underestimate the resources or time we need to complete a project with capped or fixed fees, our
operating results could be seriously harmed.

If we fail to maintain an effective system of internal controls, we may not be able to accurately report our financial
results or prevent fraud. .

As previously disclosed in the Explanatory Noté preceding Part 1 and in Note 2 of our consolidated
financial statements of this Form 10-K, in 2006 the Company commenced an internal review of the -+ -
Company’s past practices for granting and pricing stock options and other equity awards. The findings of
this review and a separate review of historical stock option practices and refated matters performed by a
Special Committee of our Board, required restatement of theiCompany’s previously issued financial
statements for periods from 1998 through the Company’s last filing of interim financial statements for the
period ended September 30, 2006. Due to the duration of the stock option review that precluded the .
Cornpany from filing its financial information with the SEC in a timely manner, and after discussion with
our external auditors regarding varying accounting positions resulting in the recording’in 2001 of a material
adjustment related to the cancellation of stock options, we determined that a material weakaess in our
internal controls and procedures (see Item 9A, “Controls and Procedures™) exists as of December 31,

2006. In addition, as of Dei:émber 31, 2006 after consultation with our external auditors, we recorded a:
malerial adjustment to reduce the valuation of deferred tax assets to reflect the risks and uncertainties
related to our future ability to realize and utilize our deferred tax assets. A “material weakness”, by itself
or in combination with other control deficiencies, results in a more than remote likelihood that a material
misstaternent in our financial statements will not be prevented or detected by our employees in the normal
course of performing their assigned functions. .

In addltlon from time to time we acquire businesses which could have llmltcd infrastructure and
systems of internal controls. Performing assessments of internal controls, implementing necessary changes,
and maintaining an effective internal controls process is costly and requires considerable management
attention, particularly in the case of newly acquired entities. Internal control systems are designed in part
upon assumptions about the likelthood of future events, and all such systems, however well designed and
operated, can provide only reasonable, and not.absolute, assurance that the objectives of the system are
met.

Because of these and other-inherent limitations of control systems, there can be no assurance that any
design will succeed in achieving its stated goals under all potential future conditions. We also cannot assure
you that we will implement and maintain adequate controls over our financial processes and reporting in
the future or that additional material weaknesses or significant deficiencies in our internal controls will not
be discovered in the future. Any failure to remediate any future material weéaknesses or implement
required new or improved controls, or difficulties encountered in their implementation, could harm our
operating results, cause us to fail to meet our reporting obligations or result in material misstatements in
our financial statements or other public disclosures. Inferior internal controls could also cause investors to
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lose confidence in our reported financial information, which could have a negative effect on the trading
price of our stock.

We may need additional capital in the future to fund the growth of our business, and financing may not be
available. ‘ .

We currently anticipate that our available capital resources, including our line of credit, and operating
cash flows will be sufficient to meet our expected working capital and capital expenditure requirements for
at least the next 12 months. However, we cannot assure you that such resources will be sufficient to fund
the long-term growth of our business. In particular, we may experience a negative operating cash flow due
to billing milestones and project timelines in certain of our contracts.

We may raise additional funds through public or private debt or equity financings if such financings
become available on favorable terms or we may expand the senior credit facility we entered into on
October 2, 2006 to fund future acquisitions and for general corporate purposes. However, we have not
been in compliance with the terms of that credit facility as a result of our failure to timely file our annual
and quarterly financial statements, and we can provide no assurance that the lender would agree to extend
additional or continuing credit under that facility. We believe that, with the filing of this Report and our
Quarterly Reports on Form 10-Q for the periods ended March 31, 2007 and June 30, 2007, we are no
longer in default under this facility. ! -

Any new financing or offerings would likely dilute our stockholders’ equity ownership. In addition, we
cannot assure you that any additional financing we may need will be available on terms favorable to us, or
at all. If adequate funds are not available or are not available on acceptable terms, we may not be able to
take advantage of unanticipated opportunities, develop new products or otherwise respond to competitive
pressures. In any such case, our business, operating results or financial condition could be materially
adversely affected. o

Litigation may harm our business or otherwise distract our management. '

Substantial, complex or extended litigation could cause us to incur large expenditures and distract our
management, For example, lawsuits by employees, stockholders or customers could be very costly and
substantially disrupt our business. Disputes from time to time with such companies or individuals are not
uncommon, and we cannot assure you that that we will always be able to resolve such disputes on terms
favorable to us.

In addition, we and certain of our current and former officers and directors have been named
defendants in class action and derivative lawsuits. While we believe that allegations lack merit and we .
intend to vigorously defend all claims asserted, we are unable to estimate what our liability in these matters
may be. We may be required to pay judgments or settlements and incur expenses in connection with such
matters in aggregate amounts that could have a material adverse effect on our business financial condition,
results of operations and cash flows. '

Disclosure of trade secrets could aid our competitors. '

We attempt to protect our trade secrets by entering into confidentiality and intellectual property
assignment agreements with third parties, our employees and consultants. However, these agreements can
be breached and, if they are, there may not be an adequate remedy available to us. In addition, others may
independently discover our trade secrets and proprietary information and in such cases we could not assert
any trade sccret rights against such party. Enforcing a claim that a party illegally obtained and is using our
trade secret is difficult, expensive and time consuming, and the outcome is unpredictable. If our trade
secrets become known we may lose our competitive position. :
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Our stock price may be volatile, which may resull in lawsuits against us and our officers and directors.

The stock market in general and the stock prices of government services companies in particular, have
experienced volatility that has often been unrelated to or disproportionate to the operating performance of
those companies. The market price of our common stock has fluctuated in the past and is likely to fluctuate
in the future. Factors which could have a significant impact on the market price of our common stock
include, but are not limited to, the following:

" quarterly Variaﬁons in operating results;
» announcements of new services by us or our competltors
s the gam or loss of s1gmf1cant customers '
. changqs in analysts’ edrnmgs estimates;
‘s tumors or dissefmination of false information;
. prici.ng 'pressures_;
e short selling of our common stock;
. in{pact ofllitigatilon; | | Co
= general conditions in the market; . . - o
« political and/or military events associated wifh‘currém"“‘f.orldwide conflicts; and
» _events affecting other companies that investors deem comparable to us.

Companies that have experienced volatility in the market price of their stock have frequently been the
object of securities class action litigation. We and certain of our current and former officers and directors
have been named defendants in class action and derivative lawsuits. These matters and any other securities
class action litigation, in which we may be involved, could result in substantial costs to us and a diversion of
our management’s attentlon and resources, which could materially harm our financial condmon and results
of (Jperatlons :

v LI
-+ ' . s

Our: charter documents and Delaware law may deter potential acquirers and may depress our stock price.

Certain provisions of our charter documents and Delaware law, as well as certain agreements we have
with our executives, could make it substantially more difficult for a third party to acquire control of us.
These pr0v1510ns mclude . -

. authonzmg the board of directors to issue preferred stock;
~ » .prohibiting cumulative voting in the election of directors;
» prohibiting stockholder action by written consent;

« establishing advance notice requirements for nominations for election to-our board of directors or
for proposing matters that can be acted on by stockholders at meetings of our stockholders;

"« Section 203 of the Delaware General Corporation Law, which prohibits us from engaging in a
*business combination with an interested stockholder unless specific conditions are met; and

. »_.a number of our executives have agreements. with us that entitle them to payments in certain
Clrcumstances fol]owmg a change in control. :

In addition, on December 16, 2004, we adopted a stockholder rights plan (“Rights Plan”) Pursuant to
the Rights Plan, our Board declared a dmdend distribution of one preferred share purchase right
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(“Right”) on each outstanding share of our common stock. Each Right will entitle stockholders to buy one
one-hundredth of a share of newly created Seriés C Preferred Stock at an exercise price of $54, subject to
adjustment, in the event that the Rights become exerc:sable Sub]ect to limited exceptions, the Rights will
become exercisable if a person or group acquires 15% or moré of dur ‘commion stock or anncunces a
tender offer for 15% or more of the common stock. If we are acquired in a merger or other business
combination transaction which has not been approved by our Board, each Right will entitle its holder to
purchase, at the Rights then-current exercise price, a number of the acquiring company’s common shares
having a market value at the time of twice the Rights exercise price. These provisions may discourage
certain types of transactions involving an actual or poteéntial change in control and may limit our
stockholders’ ability to approve transactions that they deem tobe in their best interests. As a result, these
provisions may depress our stock price. '

The non-federal business arena in which we operate has relatively low barriers to entry and increased competman
could resulf in margin erosion, which would make proﬁtabthty even more difficult to sustain. |

Other than the technical skills required in our non-federal business, the barriers to entry in our non-
federal business are relatively low. We do not have any intellectual property rights in this segment of our
business to protect our methods and business start-up costs do not pose a significant barrier to entry. The
success of our non-federal business is dependent on our employees, customer relations and the successful
performance of our services. If we face increased competition as a result of new entrants in our markets,
we could experience reduced operating margins and loss of market share and brand recognition. |

If our non-federal customers do not invest in security systems and other new in-building technolog:es such as
wireless Iocal area networks and/for IP-based networks our business will suﬂ'er. ‘ .

We intend to devote S|gmﬁcant resource% to developing our enterprlse “based WLAN (ereless Local
Area Networks), but we cannot predlct that we will achieve widespread market acceptance amongst the
enterprises we identify as potential customers. It is possible that some enterprises wilt determine that
capital constraints and other factors outweigh their need for WLAN systems. As a result, we may be | o
affected by a sngmf’ icant delay in the adoption of WLAN by enterprises, which would harm our business.

We may incur goodwill impairment charges in our reporting entities which could harm our proﬁtability

In accordance with Statement of Financial Accounting Standards, or SFAS, No. 142, “Goodwill and ,
Other Intangible Assets,” we periodically review the carrying values of our goodwill to determine whether
such carrying values exceed the fair market value. Our.acquired compames are subject to annual review for
goodwill impairment. If |mpa|rment teslmg mdtcates that the cartrying value of a reporting unit exceeds its . |
fair value, the goodw1ll of the reporting unit is deemed impaired. Accordingly, an impairment charge . | I
would be recognized for that reporting unit in the period identified, which could reduce our profitability.

. 3
'

RlSkS Related to Qur Industry

Our revenue and operating profits could be adversely affected by significant changes in lhe contractmg -or fiscal -
policies of the federal government. . . v ! P o :

We depend on continued federal government expehditureé on intelligence, defense and other
programs that we support. Accordingly, changes in federal government contracting policies could directly
affect our financial performance. In addition, a change in presidential administrations, congressional
majorities or in other senior federal government officials may negatively affect the rate at which the federal
government purchases IT services. The overall U.S. defense budget declined from time-to-time in the late
1980s and the early 1990s. While spending authorizations for intelligence and defense-related programs by
the federal government have increased in recent years, future levels of expenditures and authorizations for
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those programs may decrease, remain constant or shift to programs in areas where we do not currently
pravide.services. Among the factors that could materidlly adversely affect us are: : .

e budgetary constraints affecting federal government spending generally, or spemflc departments or
agencies in particular, and changes in fiscal p011c1es or available funding;

¢ changes in federal government programs or requirements, including the mcreased use of small -
" business providers; - . ' . .

1

. curtailfneut of the federal government's use of professional services providers; ~
¢ the adoption of new laws or regulations; -

e federal governmental shutdowns (such as that which occurred duriné the federal government’e 1996
fiscal year) and other potential delays in the government appropriations process;

* delays in the paymént of our invoices by federal government payment offices due-to problems with,*
.or upgrades to, federal government information systems, or for other reasons; , -

. competmon and consolidation in the IT mdustry,

o general economic condmons and . L . :

* a reduction in spending or shift of expenditures from existing programs, and a fallure of Congress to
pass adequate supplemental appropriations to pay for an international conflict or related
reconstructlon efforts

.o : A 1 LI R

These or other factors could cause federal governmental agencies, or prime contractors.for which we |
are acting as a subcontractor, to reduce their purchases under contracts, to exercise their right to termmate
contracts or not to exercise options to renéw contracts, any of which could cause our revenue and
operating proflts to declme

Many of our federal government clients spend their procurement budgets through multiple award contracts under

which we are required to compete for post-award orders or for which we may not be eligible to compete and could
limit our ability to win new contracts and graw revenue.

Budgetary pressures and reforms in the procurement process have caused many federal government
clients to increasingly purchase goods and services through ID/1Q contracts, the GSA’Schedule 70
Contracts and other multiple award and/or GWAC vehicles. These contract vehicles have resulted in
increased competition and pricing pressure, requiring us to make sustained post-award efforts to realize
revenue under the relevant contract vehicle, The federal government’s ability to select multiple wmners
under multiple award schedule contracts, GWACs, blanket purchase agréements and other ID/IQ .
contracts, as well as its right to award subsequent task orders among such multiple winners, means that
there is no assurance that these multiple award contracts will result in the actual orders equal to the ceiling
value, or result in any actual orders. We are only eligible to compete for work (task orders and delivery
orders) as a prime contractor pursuant to.GWACs already awarded to us. Qur failure to compete
effectively in this procurement environment could reduce our revenue. If the federal government-elects to
use.a contract vehicle that we do not hold we will not be able to compete as a prime contractor.
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Our failure to comply with complex procurement laws and regulations could cause us to lose business and subject
is to a variety of penalties. - AN ‘ s o - )<

‘

We must comply with and are affected by las and regulations relating to the formation, f
administration and performance of federal government contracts, which affect how we do business with
our clients and may impose added costs on us. Among the most significant laws and regulations are:

« the Federal Acquisition Regulations, and agency regulations supplemental.io the Federal . -
Acquisition Regulations, which comprehensively regulate the formation, administration and .
. performance of federal government contracts; :

[y

e the Truth in Negotiations Act, which requires certification and disclosure of all cost and pricing
data in connectjon with contract negotiations; . : : ' . Wb

o the Cost Atcounting Standards and Cost Principles, which impose accounting requirements that
govern our right to reimbursement under certain cost-based federal government contracts; and

s laws, regulations and executive orders restricting the use and dissemination of information classified
for nationa! security purposes and the export of certain product$ and technical data.. = - . .

Moreover, we are subject to industrial security regulations of the DoD> and other federal agencies that
are designed to safeguard against foreigners’ access to classified information. If we were to come under
foreign ownership, control or influence, our federal government clients could terminate or decide not to
renew our contracts, and our ability to obtain new contracts could be impaired. .

The federal government may revise its procurement or other practices in.a manner adverse to us. : :

The federal goizernrﬁent méy revise its procurement practices or adopt new contracting rulesand
regulations, such as cost accounting standards. It could also adopt new contracting methods relating to '
GSA contracts, GWACs or other government-wide contracts, or adopt new standards for contract awards
intended to achieve certain social or other policy objectives, such as establishing new set-aside programs

~ for small or minority-owned businesses. In addition, the federal government may face restrictions from

new legislation or regulations, as well as pressure from government employees and their unions, on-the -
nature and amount of services the federal government may obtain from private contractors. These changes
could impair our ability to obtain new contracts or contracts under which we currently perform when those
contracts are put up for recompetition bids. Any new contracting methods could be costlyor ' o . ..

administratively difficult for us to implement, and, as a result, could harm our operating results.

We derive significant revenue from contracts awarded through a competitive procurement process, which may
require significant upfront bid and proposal costs that could negatively affect our operating resuls.

+

We derive significant revenue from fede'r'al golx?eminent contracts that are awarded through ;1,' N
competitive procurement process. We expect that most of the federal goverriment business we seek in the
foreseeable future will bé awarded through competitive processes. Competitive procurements impose
shbs'tantigl costs and present a number of risks, including: T o _ .

o the substantial cost and managerial time and effort that we spend to prepare bids and proposals for
* contracts that may not be awarded to us and could reduce our profitability; and

o thé expense and delay that we may face if our competitors protest or challenge contract awards
_made to us pursuant to competitive procedures, and the risk that any such protest or challenge
could result in the resubmission of offers, or in termination, reduction or modifjcation of the
awarded contract, which could result in increased cost and reduced profitability. ' '

37




- In addition, most federal government contract awards are subject to protest by competitors. If
specified legal requirements are satisfied, these protests require the federal government agency to suspend
the contractor’s performance of the newly awarded contract pending the outcome of the protest. These
protests could also result in a requirement to resubmit bids for the contract or in the termination,
reduction or modification of the awarded contract.

Unfavorable federal government'audit results could subject us to a variety of penaities and sanctions, and.could
harm our reputation and relationships with our clients and impair our ability to win new confracts.

The federal government, including the Defense Contract Audit Agency (DCAA), audits and reviews
our performance on contracts, pricing practices, cost structure and compliance with applicable laws,
regulations and standards. The DCAA reviews a contractor’s internat control systems and policies,
including the contractor’s purchasing, property, estimating, compensation and management information
systems, and the contractor’s compliance with such policies. Any costs found to, be improperly allocated to
a specific contract will not be reimbursed, while such costs already reimbursed must be refunded. Adverse
finclings in a DCAA audit could materially affect our competltlve position and result in a substantial
adjustment to our revenue and profit. : : .o

If a federal government audit uncovers improper or illegal activities, we may be subject to civil and
crirninal penalties and administrative sanctions, including termination of contracts, forfeiture of profits,
suspension of payments, fines and suspension or debarment from doing business with federal government
agencies. In addition, we could suffer serious harm to our reputation and campetitive position if
allegations of impropriety were made against us, whether or not true. If our reputation or relationship with
federal government agencies were impaired, or if the federal government otherwise ceased doing business
with us or significantly decreased the amount of business it does with us, our revenue and operating profit
would decline.

Changes in interest rates could adversely affect the profitability of the Company.

Our outstanding borrowings on our Credit Facility of $51.0 million as of December 31, 2006 are
subject to changes in short-term.interest rates. If interest ratés increase in the future, there can be no
assurance that future increases in interest expense will not reduce our overall profitability.

Item 1B. Unresolved Staff Comments . o

None.

Item 2. Prbperties_‘

Our principal executive offices for all business segments are located in approximately 93,000 square
feet of office space in San Diego, California. The lease for such space expires in April 2010. Other
corporate resource offices are located in the following locations: Marietta, Georgia; Newport, Delaware;
Houston, Texas; Huntsville, Alabama, Reston, Virginia, Haryana, India and Beljmg, China. The Company'
also leases office space to support engineering and design and deployment services in various régions
throughout the United States. The leases on these spaces expire at various times through February 2015.
We have leases on spaces related to discontinued operations in Sao Paulo, Brazil; Stockholm, Sweden; and
London, U.K. that have been assigned to the buyers of the businesses or terminated with immaterial
penaltics. We continually evaluate our current and future space capacity in relation to current and
projected future staffing levels. We believe that our exxstmg facilities are suitable and adequate to meet our
current business reqmrements

'
]
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Item3.  Legal Proceedings

Contingencies
IPO Securities Litigation

Beginning in June 2001, WFI and certain of its officers and directors were named as defendants in
several parallel class action shareholder complaints filed in the United States District Court for the
Southern District of New York, now consolidated under the caption, In re Wireless Facilities, Inc. Initial
Public Offering Securities Litigation, Case No. 01-CV-4779. In the amended complaint, the plaintiffs allege
that WFI, certain of its officers and directors, and the underwriters of WFI’s IPO violated section 11 of the
Securities Act of 1933 and section 10(b) of the Securities Exchange Act of 1934 based on allegations that
WFET’s registration statement and prospectus failed to disclose material facts regarding the compensation
1o be received by, and the stock allocation practices of, the IPO underwriters. The plaintiffs seek
unspecified monetary damages and other relief. Similar complaints were filed in the same court against
hundréds of other public companies (“Issuers”) that conducted 1POs of their common stock in the late
1990s and 2000 (the “IPO Cases”). ' '

In June 2004, the Issuers (including WFI) executed a settlement agreement with the plaintifts that
would, among other things, result in the dismissal with prejudice of all claims against the Issuers and their
officers and directors and the assignment of certain potential Issuer claims to the plaintiffs. On
February 15, 2005, the court issued a decision certifying a class action for settlement purposes and granting
preliminary approval of the settlement subject to modification of certain bar orders contemplated by the
settlement. On August 31, 2005, the court reaffirmed class certification and preliminary approval of the
modified settlement in a comprehensive Order. On February 24, 2006, the court dismi5§ed litigation filed
against certain underwriters in connection with certain claims to be assigned under the seftlement. On
April 24, 2006, the court held a Final Fairness Hearing to determine whether to grant final approval of the
settlement. On December 5, 2006, the Second Circuit Court of Appeals vacated the lower court’s earlier
decision certifying as class actions the six JPO Cases designated as “focus cases.” Thereafter, the District
Court ordered a stay of all proceedings in all of the IPO Cases pending the outcome of plaintiffs’ petition
to the Second Circuit for rehearing en banc and resolution of the class certification issue. On April 6, 2007,
the Second Circuit denied plaintiffs’ rehearing petition, but clarified that the plaintiffs may seek to certify a
more limited class in the District Court. Accordingly, the stay remains in place and the plaintiffs
and Issuers have stated that they are prepared to discuss how the settlement might be amended or
renegotiated to comply with the Second Circuit’s decision. Plaintiffs filed amended complaints in the six
focus cases on or about August 14, 2007. The court has not yet set a deadline for the plaintiffs to file
amended complaints in the other IPO lawsuits. Due to the inherent uncertainties of litigation, and because
the settlement may not receive final approval from, the Court, the ultimate outcome of this matter cannot
be predicted. In accordance with FASB No. 5, “Accounting for Contingencies” WFI believes any contingent
liability related to this claim is not probable or estimable and therefore no amounts have been accrued in
regards to this matter. ' ' ' S
2004 Securities Litigation ,

In August 2004, as a result of the Company’s announcement on August 4, 2004 that it intended to
restate its financial statements for the fiscal years ended December 31, 2000, 2001, 2002 and 2003, the
Company and certain of its current and former officers and directors were named as defendants
(“Defendants™) in several securities class action lawsuits filed in the United States District Court for the
Southern District of California. These actions were filed on behaif of those who purchased, or otherwise
acquired, the Company’s common stock between April 26, 2000 and August 4,2004. The lawsuits genérally

allege that, during that time period, Defendants made false and misleading statements {0 the investing
public about the Company’s business and financial results, causing its stock to trade at artificially inflated
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levels. Based on these allegations, the lawsuits allege that Defendants violated the Securities Exchange Act
of 1934, and the plaintiffs seek unspecified damages. These actions have been consolidated into a single
action—In re Wireless Facilities, Inc. Securities Litigation, Master File No. 04CV1589-JAH. Plaintiffs filed a
First Amended Consolidated Class Action Complaint on April 1, 2005. Defendants filed their motion to
dismiss this first amended complaint on April 14, 2005. The plaintiffs then requested leave to amend their
first amended complaint. The plaintiffs filed their Second Amended Complaint on June 9, 2005, this time
on behalf of those who purchased, or otherwise acquired, the Company’s common stock between May 5,
2003 and August 4, 2004. Defendants filed their motion to dismiss this Second Amended Complaint'on
July 14, 2005. The motion to dismiss was taken under submission on Qctobeér 20, 2005 and on March 8,
2006, the court granted the Defendants’ motion. However, plaintiffs were granted the right to amend their
complaint within 45 days and subsequently filed their Third Amended Consolidated Class Action ..
Complaint on April 24, 2006. Defendants filed a motion to dismiss this complaint on June 8, 2006. On

May 7, 2007, the court denied the Defendants’ motion to dismiss. Defendants’ filed thelr answer to the
plaintiffs’ complaint on July 13, 2007. The Company believes that the allegations lack merit and intends to
vigorously defend all claims asserted. It is impossible at this time to assess whether or not the outcome of
these proceedings will or will not have a material adverse effect on the Company. We have not recorded
any accrual for a contingent liability associated with this legal proceeding based on the Company’s belief
that a liability, while possible, is not probable and any range of potential future chargc cannot be
reasonably estimated at this time.

in 2004, two derivative lawsuits were filed in the United States District Court for the Southern District
of California against certain of the Company’s current and former officers and directors: Pedicini v.
Wireless Facilities, Inc., Case No. 04CV1663; and Roth v. Wireless Facilities, Inc., Case No, 04CV1810, These
actions were consolidated into a single action in /n re Wireless Facilities, Inc. Derivative nganon ‘Lead
Case No 04CV1663-JAH. The factual allegations in these lawsuits are substantially similar to those in the
class action lawsuits, but the plaintiffs in these lawsuits assert claims for breach of fiduciary duty, gross
mismanagement, abuse of control, waste of corporate assets, violation of Sarbanes Oxley Act section 304,
un]ust enrichment and insider trading. The plaintiffs in these lawsuits seek unspecified damages and
equitable and/or injunctive relief. The lead plaintiff filed a conisolidated complaint on March 21, 2005 On
May 3, 2005, the defendants filed motions to dismiss this action, to stay this action pending the resolution
of the consolidated non-dérivative securities case pending in the Southern District of California, and to_
dismiss the complaint against certain non-Catifornia resident defendants. Pursuant to a request by the
Court, Defendants’ motions were withdrawn without pl‘leIdlCC pending a decision on defendants’ motion
to dismiss the complaint against the non-California resident defendants. On March 20, 2007, the Court
ruled that it lacked personal jurisdiction over five of the six non-Cahfomla defendants and dismissed them
from the federal derivative complaint. On March 27, 2007, plamtlffs filed an amended derivative comp]amt
settmg forth all of the same allegations from the original complaint and adding allegations regarding WFU's
Stock option granting practices. Basically, plamhffs allege that WFI “backdated” or “springloaded”
employee stock option grants so that the options were granted at less than fair market value. The amended
complamt names all of the original defendants (including those dismissed for lack of jurisdiction) as well as
nine: new defendants. On July 2, 2007, the non-California resident defendants moved to dismiss the
complaint for lack of personal jurisdiction. That motion is set to be heard on November 5, 2007. Once the
court has decided the issue of personal jurisdiction, WFI, along with any remaining individual defendant
found subject to the court’s jurisdiction, may again move to dismiss the complaint as to them.

In April 2007, another derivative complaint was filed in the United States District Cout for the )
Southern District of California, Hameed v. Tayebi, 07-CV-0680 BTM(RBB} (the “Hameed Actlon”)
against several of WFI's current and former officers and directors. The allegations in this new derivative
complaint mirror the amended allegatlons in the 2004 federal derivative action. Pursuant to a Court order
and agreement between the parties, the defendants need not respond to the complaint in the Hameed
Action until the Court rules on the motion to dismiss for lack of personal jurisdiction currently pending in .
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the 2004 derivative litigation.- Once the court.in that matter has decided the:issue of personal jurisdiction,
the parties will meet and confer regarding defendants’ response to the Hameed Action. At this time, we .
are unable to form-a professional judgment that an unfavorable outcome is either probable or remote. .
Moreovet, if an unfavorable outcome shaould eventually occur, we are not ati this time able to estimate the -
amount or range of possible loss.” . - ‘ : - e e

In August and September 2004, two wrtually identical derivative lawsuits were filed in California
Superior Court for San Diego County against certain of the Company’s current and former officers and
directors. These actions contain factual allegations similar to those of the federal lawsuits, but the plamtlffs
in these casés assert claims for violations of Callforma s insider tradmg laws, ‘breaches of fiducnary duty,
abuse of control, gross mlsmanagement waste of corporate assets and unjust enrichment. The plaintiffs i m
these actions seek unspecified damages, equitable and/or injunctive relief and dngorgement of all profits,
benefits and other compensation obtained by defendants. These lawsuits-have been consolidated into one
action—In re Wireless Facilities, Inc. Derivative Litigation, California Superior Court, San Diego County, - -
Lead Case No. GIC 834253. The plaintiffs filed a Consolidated Shareholder Derivative Complaint.on .
October 14,2004. This-action has been stayed pending a decision in federal court on a motion to dismiss
the federal derivative lawsuits. The parties will-appear before the judge in October 2007 to apprise the
court of the status of the federal action. The Company believes that the allegations lack-merit and intends
to vigorously defend all claims asserted. It is impossible at this time to assess whether or not the outcome
of these proceedings will or will not have a material adverse effect on the Company. We have not recorded
any accrual for a contingent llablhty associated with this legal proceeding based on the Company’s belief
that a liability, while possible, is not probable and any range of potentlal future'charge cannotbe: * .on
reasonably estimated at this time. . | Lo . T R B BRI ‘

. . . o s

2007Securizies‘ Litigatian : ~ e

-

In March and Aprll 2007, there were three federal class actions filed in the United States Dlstnct
Court for the Southern District of California against WFI and several of its current and former officérs and
directors. These class action lawsuits followed WFI's March 12, 2007 public announcement that it is -
conducting a voluntary internal review of its stock option granting processes. These actions have been
consolidated into a-single ‘action, In re Wireless Facilities, Inc. Securities Litigation 11, Master File .. -
No. 07-CV-0482-BTM-NLS. A consolidated class action complaint has not been filed. At this time, we are
unable to form a professional judgment that an unfavorable outcome is either probable orremote. -, .
Moreover, if an unfavorable outcome should eventually occur, we are not at this time able to estimate the
amount or range of possible loss.

." L . WK - Y . v )

Other Litigation

In January 2005 a former independent contractor of the Company filed a lawsuit in Brazil against the
Company’s subsidiary, WFI de Brazil, to which he had been assigned for a period of time. He sought to be
designated an employee of WFI de Brazil and entitled to severance and related compensation pursuant to
Brazilian labor law. The individual sought back wages, vacation pay, stock option compensation and
related benefits in excess of $0.5 million. This matter was argued before the appropriate labor court in
July 2005 and in July, 2006, the labor court awarded the individual the Brazilian currency equivalent of
approximately $0.3 million for his back wages, vacation pay and certain other benefits. The Company filed
an appeal in the matter on July 20, 2006 and challenged the basis for the award on several theories. The
Company has accrued approximately $0.3 million as of December 31, 2006 related to this matter. On
August 22, 2007, the appeals court partially upheld the Company’s appeal, although it upheld the
individual’s designation as an employee. The court is reviewing possible damage calculations before
publishing a final decision. The Company’s counsel is preparing a motion for clarification of the judgment
due to omissions in the decision. The Company is unable to determine the ultimate outcome of this matter.
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- On March 28, 2007, three plaintiffs, on behalf of a purported class of similarly situated employees and
contractors, filed a lawsuit against.the Gompany in thé Supetior Court of the State of California, Alameda
County. The suit alleges various violations of the California Labor Code and seeks payments for allegedly
unpaid straight time and overtime, meal period pay and associated penalties. The Company and the
plzintiffs have agreed to venue for the suit in San Diego County. Based on our research to date, the .
Company has not concluded that it has any liability in the case. The Company believes that the allegations
lack merit and intends to v1gor0usly defend all claims asserted It is 1mpossuble at this time to assess
whether or not thé outcome of these proceedmgs will or will not have a material adverse effect'on the
Cdompany. We have not recorded any accrual for a contingent liability associated with this legal proceeding
based on our belief that a liability, wh1le possible, is not probab!e and any range of potential future charge

cannot be reasonably estlmated at this tlme » o

- On May 3, 2007, the Company announced that it has afiled a Iawsunt agamst a former employee,
Vencent Donlan;who-previously served as its stock option administrator and left.the Company in :
mid-2004, and his spouse. The lawsuit seeks to recover damages resulting from the theft by Donlan of WFI
stock-options and common stock valued in excess of $6.3 million. The thefts, which appear to have taken .
place during 2002 and 2003, were discovered through the Company’s review of its past practices related to
the granting and pricing of employee stock options with the assistance of its outside counsel and forensic
computer consultants. The complaint also alleges that Donlan attempted to cover up the scheme by,
among other things, deleting entries from the Company’s records. WFI had promptly reported this
discovery to the SEC in March 2007 when-the theft was discovered. The SEC commenced an enforcement
action against Donlan, and the U.S. Attorney’s Office forwarded a grand jury subpoena to the company
seeking records related to Donlan and our historical option granting practices. The SEC filed a federal
lawsuit and obtained a temporary restraining order and asset freeze against Donlan and his spouse. The
U.5. Attorney’s Office indicted Donlan for the theft and he plead guilty to the federal criminal charges.
The Company has cooperated with, and intends to, continue to cooperate with both the SEC and the U.S.
Atiorney s Office on this matter and otherwise.

In addition to the foregoing mattets, from time to time, the Company may become involved in various
lawsuits and legal proceedings that arise in the ordinary.course of business. However, litigation is subject to
inherent uncertainties, and dan adverse result in these or other matters may arise from time'to time that
may harm the Company’s business. The Company is currently not aware of any such legal proceedings or -
claims that we believe will have, individually or in the aggregate, a material adverse affect on our busmess
financial condition or operating results. o e ; ‘

Itemd4.  Submission of Matters to a Vote of Security Holders

None.

4, S . ) Ca
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PARTII ..~ L : ' 4

Item 5.  Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities . *

Market Information

Our Common Stock is listed on the Nasdaq Global Select Market, under the symbol “WFI1” and has
traded since November 5, 1999,

The following table sets forth the high and low sales prices for our Common Stock for the periods
indicated, as reported by NASDAQ. Such quotation represents inter-dealer prices without retail markup,
markdown or commission and may not necessarily represent actual transactions.

Year Ended December 31, 2006: ' : o
FOUT QUATEL. « o v vttt ettt et e e ee s sar e $2.88 $2.00
Ui TTgs R0 q 1= ST P PO $2.83 $191
SECONE QUATTET « o\ v vt ettt et ittt e et e e e e .$4.53  $285
| ST RS R 01T o1 DTN PP $5.52 ~"$3.88

Year Ended December 31, 2005: i _ .o
FOUTth QUATEET. . . . ot ee e e eeee e e ettt e e e r e eaeees $6.86 $5.10
Third QUAIEET. . .« vt vttt it et e e et eats et e s . $6.67 $4.95
SecondQuarter ...........ccoiiiiaraeiinans e e .. - $6.43  $5.13
First Quarter. . ..o oovvnee e iirvanann. B  $9.54% $6.25

On September 6, 2007, the last sale price of our Commor; Stock as reported by, -NA'SDAO was $2.74
per share. On September 6, 2007, there were 210 shareholders of record of our Common Stock.

We have not declared any cash dividends since becoming a public company. We currently intend to
retain any future earnings to finance the growth and development of the business and, therefore, do not
anticipate paying any cash dividends in the foreseeable future. Any future determination to pay cash
dividends will be at the discretion of our Board and will be dependent upon the future financial condition,
results of operations, capital requirements, general business conditions and other relevant factors as
determined by our Board. :

On December 16, 2004, we adopted our Rights Plan. Pursuant to the Rights Plan, our Board declared
a dividend distribution of one preferred share purchase right (“Right”) on each outstanding share of our
common stock. Each Right will entitle stockholders to buy one one-hundredth of a share of newly created
Series C Preferred Stock at an exercise price of $54, subject to adjustment, in the event that the Rights
become exercisable. Subject to limited exceptions, the Rights will become exercisable if a person or group
acquires 15% or more of our common stock or announces a tender offer for 15% or more of the common
stock. If we are acquired in a merger or other business combination transaction which has not been
approved by our Board, each Right will entitle its holder to purchase, at the Right’s then-current exercise
price, a number of the acquiring company’s common shares having a market value at the time of twice the
Right’s exercise price.
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Securities Authorized for Issuance Under Equity Compensation Plans

thousands): . /
Number of : fl !
.. Secorities Weighted
cl to be Issued Average °
Upon Exercise . . Number of
Exercise of Price of * Securities
,Outstanding Outstanding . Remaining
Options, Options, *  "Available for
- + Warrants and © Warrants and . Future ..
Pian Category . Rights_ Rights Issuance. y
Equity Compensation Plans Approved by to - o
Shareholders(1)................. .. ... .. ‘ 9277 $6.28 3,841(3)
Equity Compensation Plans Not Approved by Vo e
Shareholders(2) ............ ..o, 2,357 $5.30 .., 1070
Total. ..o 11,634 . 6,912 -

Information about our equity compensation plans as of December 31, 2006 was as follows (shares in

(L

2
3

Includes 1997 Stock Option Plan, 1999 and 2005 Equity.Incentive Plan and 1999 Employee Stock

Purchase Plan

Includes 2000 Non-Statutory Stock Opnon Plan

lncludes 352,000 shares reserved for issuance under the Employee Stock Purchase Plan Wthh was

suspended in 2006 but has been re- actlvated for 2007.

X

4

L

T

For more detailed information regarding our equity compensat:on plans, see Note 10 to our

corlsolldated financial statements. *© * -
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Performance Graph

The following. performance graph is a comparison of the five year cumulative stockholder return on
our common stock dgainst the cumulative total return of the NASDAQ Composite Index and the
NASDAQ.Telécommunications Index-for the period commencing December 31; 2001 and ending
December 31, 2006. The performance graph assumes an initial investment of $100 in‘our common stock

and in:each-of the indices: The performance graph and related text are based on historical data and are not

necessarily-indicative of futire. performance ‘

S

COMPARISON OF§ YEAR CUMULATIVE TOTAL RETURN*
Among W|reless Facrllhes, Inc., The NASDAQ Composite Index ,
" And The NASDAQ Telecommunications lndex
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—F3—— Wireless Facililies, Inc. — & — NASDAQ Composite - -O--- NASDAG Telecommunications,

[ " * .
't ' ' M et ' . . ' '

* $100 mvested on 12/31/01 in stock of mdex-rneludmg reinvestment of dividends.
Fiscal year endmg December 31. ' '

,.The performance graph above and related text are being furnished solely 10 accompany this annual
report on Form 10-K pursuant to ltem ZOl(e) of Regulation S-K, and are not being filed for purposes of
Section 18 of the Securities Exchange Act of 1934, as amended, and are not to be incorporated by
reference into any filing of ours; , whether made before or after the date hereof regardless of any general
lncorporatlon language in such frlmg : ‘
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Item 6.  Selected Financial Data

."We recently completed-a voluntary review of our equity award practices. The voluntary review, which
covered all option grants and other equity awards made since two months prior to our IPQ in
November 1999, as well as other substantial grants issued prior to our IPQ, was initiated by the current’
executive management team, which has been in place since 2004, under the direction of our Board, with .
the assistance of outside counsel and forensic accountants. We also reviewed all option grants input into
our stock option database (Equity Edge) subsequent to our IPO date of November 1999 but with a grant
date prior to November 1999 and all option grants that preceded an employee’s date of hire.

Based on the results of the review, the Audit Committee concluded that, pursuant to APB 25 and
rcl.ited interpretations, the accounting measurement dates for Certain stock option grants awarded
between March 1998 and December 2003, covering options to purchase 15.2 million shares of our common
stock, differed from the measurement dates previously used for such awards. As a result, revised
measurement dates were applied to the affected option grants and WFI has recorded a total of
$7:.0 million in additional deferred compensation, with substantially all of the increase relating to option
grants issued prior to December 31, 2003. WFI has recorded $58.2 million in additional stock-based
cornpensation for the years 1998 through 2005, reflecting the amortization of deferred compensation over
the relevant vesting periods, which is typically over four years. After related tax adjustments of $9.6 million,
the restatement resulted in total net adjustments of $48.6 million. This amount is net of forfeitures related
to employee terminations. The additional stock-based compensation expense is being amortized over the
service period relating to each option, typically four years, with approximately 92% of the expense being
recorded in years prior to 2004.

During the course of the Equity Award Review, we discovered that a former stock option
administrator had engaged in a fraudulent scheme by which he misappropriated options to purchase more
than 700,000 shares of stock. I1l-gotten gains from this scheme exceeded $6.3 million, and we have
recorded an unauthorized issuance of common stock charge of $0.6 million and $5.7 mllhon in 2002 and
2003, respectively, related to this theft. -

The aggregate financial impact of the Equity Award Review including the unauthorized issuance of
common stock charge was $64.5 mllllon After aggregate other tax adjustments and income tax adjustments
of $9.6 million; the restatement résulted in total net adjustmems to net income (loss) of $54.9 million for
the years 1998 through 2005.

- The selected consolidated financial data has been restated as a result of the above matters. See the
Explanatory Note included before Part I, Item 1 of this Report, the discussion included in “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” included in Part 11, Item 7 of
~ this Report, and Note 2 of Notes to Consolidated Financial Statements, included in Part 1V, Item 15 of this
Report.

- The following sclected consolidated financial data should be read in conjunction with our
consolidated financial statements and related notes thereto and with “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” which are incorporated in Item 7 or included
elsewhere in this Annual Report on Form 10-K. Our historical results are not necessarily indicative of
" operating results to be expected in the future.
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In December 2005, our Board made the decision to exit our. Mexican and South American.
deployment businesses. In December 2006, our Board made the decision to exit our EMEA and Brazilian
businesses. Accordingly, all results of operations for these businesses have been reflected as discontinued -
operations for all years presented. ‘

\ . Year Ended December 31,
' 2002 2003 2004 2005 2006
* (Restated) (Restated) (Restated) (Restated)
(ANl amounts except per share data in millions}

Consolidated Statements of Operafion_s
Financial Data;

REVENUES ... oo e e 81557 32051 $2962  $337.7 $3278
Grossprofit. . ...t 47.5 61.1 = 694 76.3 535
Operating income (10S) ..+ .. «.vvnveennn ‘. (11.3) 7.8 5.6 169 . (314)
Provision (benefit) for income taxes......... 15.4 (1.6) (06) . 59 145
Income (loss) from continuing operations. . . . (21.3) 10.2 34 13 (46.7)
Income (loss) from discontinued operations. . (422 8.3 11.6 (9.7) (11.2)
Cumulative effect of change in accounting - . : oo
principle. . ...l feeeen e (s oy — — —_ . =
Netincome (10s8) . .......coovvininnenn, $(856) $ 19 $ 150 16 $(579)

Income (loss) from continuing operations per
common share ’

BAaSiC. + ..ot n T ‘8057 $015  $005  $015  $(0.64)
Diluted. .. .oooeiii i ©$(057y % 014 $ 0.05 $ 015 $(0.64)
Income (loss) from discontinued operations per . _ L o
common share o -
BasiC. . .oi i s $(0.88) §$(0.12) § 0.16 $(0.13) $(0.15)
Diluted. .......... e e $(0.88) $(0.11) $ 015 $(0.13) §$(0.15)
Net income (loss) per common share
CBASIC. e i e $(1.78) - $ 003 $021 .$.002 $(0.79)
Diluted. . ..ovvn s L T s@Te) $0030 §0200  $002 0 $(0.79)
Weighted average shares: ‘ ' ) C T o
Basic...... UPTOUTUUTRU e, 481 68.4 72.8 740, 735
Diluted. ....... EP .. 481 735 75.3 75.0 - 135
As of December 31,
' C 0z 003" 2004-_ .__ 2005 .._2006

{Restated) .(Restated) , (Restated) (Restated),,
(All amounts in millions)

Consolidated Balance Sheet Data: -

Cash and cash equivalents ."....%.... L. %970 $ 758 $504 $ 77'-% 54
Short-term investments. ... .......o.evnn. —_ 35.1 7.6 —_ =
Working capital ............ o eeneiie. 1014 . L1325, . 986, 674, (39
Total assets ....... e .. 2213 279.3 330.7 3420 3359
Total debt ............... IR 28 07 1.9 0.7 514

Total stockholders’ equity. ... . .. 140.0 1919 | 2196, 229.7 1871
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The following table presents details of the total stock-based compensation expense resulting from our
Equity Award Review as well as previously recorded stock-based compernsation expense and unauthorized-
issuance of stock expense that is included within the functional line items in the consolidated statements of
operations data above. The expense below does not include the related tax adjustments, - o

) ) e . As of December 31,
o - X _ L 2002 2003 2004 2005 2006
St v . . " (Restated) (Restated) (Restated) (Restated)

A, . e

Supplemental Data on Stock-Based Compensation _ . . .
and Unauthorized Issuance of Stock Expense T

(All amounts in millions)

ERNE

"Cost of revenue . ... L SO $29 - § 18 $15° SL7  § 41
Selling, general and admmlstratlve ............ 26 7.7 09 - LI 15
Unauthorized issuancé of stock.."........ e 06 57 — ==
Discontinued operations. . .. .... [T 0.6 0.6 = =" =

Total.. ... SURRRUUTRRR L. $67 7 $158 $2.4 $28  $11.6

|
|
|

i) ' ' C : : . \ oo ‘

The following table presents the detail of the non-incomie tax payroll related adjustments resulting
from the Equity Award Review that is included within the functional line items in.the consolidated -
statements of operations data above. -

~ - As of December 31, . v
2002 2003 2004 2005- - 2006
) . ) . (Restated)  (Restated})  (Restated)  (Restated)
kX ’ ’ . (All amounts in millions)
Supplemental Data on Non Income Tax Payroll
Related Expense (Credit) _ N . _ ‘
Costofrevenue ................ccovvennn., $0.5 $(0.2) $ (7.5)° * $(04) $-L

Selling, general and admmlstratwe ............ 0.4 (0.2) (3.9 02 ' —
lncome (loss) from discontinued operations. . — —  (0.8) 00 —
- $__

AR : » © . 309 $(04) 301220 $(06)

. The consolidated statement of operations.data set forth above for the years ended December 31, 2005
and 2004 and the consolidated balance sheet data as of December 31, 2005, are derived from, and qualified
by reference to, 'the audited restated financial statements appearing elsewhere in this chort The
consolidated statement of operations data for the years ended December 31, 2003 and 2002, and the
coisolidated'balance sheet data as of December 31, 2004, 2003, and 2002, are derived from unaudited
financial statements not included herein and have also been restated to reflect the results of the Equity
Award Review.

RN T
' See “Impact of the Additional Stock-Based Compensation Expensc-Related Adjustments on the
Consolidated Financial Statements” inchided in, “Management’s Discussion and Analysis of Financial
Condition and Results of Operatlons included in Part II, Item 7 of this Report, for tables presenting the
adjustments to our previously-reported consohdated statements of operations for the four years ended
December 31, 2005. :

1

- The information that has been previously filed or otherwise reported in our Quarterly Reporté on
Fori 10-Q or any of our Annual Reports on Form 10-K for the periods affected by the restatement is
superseded by the information in this Report, and the previously filed financial statements and related
financial information and opinions of our independent registered public accounting firm contained in such
reports can no longer be relied upon. The restated consolidated financial statements include unaudited
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financial information for interim periods of 2005 consistent with Article 10-01 of Regulation S-X. That
information is presented in Note 2 to Notes to Consolidated Financial Statements, included in Part IV,
Item 15 of this Report.

. Certain amounts in the selected consolidated fipancial data above have been reclassified to conform
to the 2006 presentation. See Note 1 of Notes to Consohdated Financial Statements, included in Part IV,
Item 15 of this Report :

£

You should read this selected consolidated fmanmal data together with the Exp]anatory Note and
Consolidated Financial Statements and related Notes contained in this Report and in our subsequent
reports filed with the SEC, as well as the section of this Report and our other reports entitled
“Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

.
N
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Item 7.  Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”)

This report contains forward-looking statements. These statements relate to future events or our future
financial performance. In some cases, you can identify forward-looking statements by terminology such as
“may,” “will,” “should,” “expect,” “plan,” “anticipate,” “believe,” “estimate,” “predict,” “potential” or
“continue,” the negative of such terms or other comparable terminology. These statements are only predictions.
Actual events or results may differ materially. Factors that may cause our results to differ include, but are not
limited to: changes in the scope or timing of our projects; changes or cutbacks in spending by the U.S. DoD
which could cause delays or cancellations of key govemment contracts; slowdowns in telecommunications
infrastructure spending in the United States and globally, which could delay network deployment and reduce
demand for our services; the timing, rescheduling or cancellation of significant customer contracts and '
agreements, or consolidation by or the loss of key customers; failure to successfully consummate acquisitions or
integrate acquired operations; the rate of adoption of telecom outsourcing by network carriers and equipment
suppliers; the rate of growth of adoption of WLAN and wireless security systems by enterprises; and competition
in the marketplace which could reduce revenues and profit margins.

Although we believe that the expectations reflected in the forward-looking statements are reasonable, we
cannot guarantee future results, levels of activity, performance or achievements. Moreover, neither we, nor any
other person, assume responsibility for the accuracy and completeness of the forward-looking statements. We
are under no obligation to update any of the forward-looking statements after the filing of this Annual Repont on
Form 10-K 1o conform such statements to actual results or to changes in our expectations.

Certain of the information set forth herein, including costs and expenses that exclude the impact of stock
compensation expense in 2006, may be considered non-GAAP financial measures, We believe this information
is useful to investors because it provides a basis for measuring the operating performance of our business and
our cash flow, excluding the effect of stock compensation expense that would normally be included in the most
directly comparable measures calculated and presented in accordance with Generally Accepted Accounting
Principles. Our management uses these non-GAAP financial measures along with the most directly comparable
GAAP financial measures in evaluating our operating performance, capital resources and cash flow. Non-
GAAP financial measures should not be considered in isolation from, or as a substitute for, financial
information presented in compliance with GAAP, and non-financial measures we report may not be
comparable to similarly titled amounts reported by other compahies.

The following discussion showld be read in conjunction with our audited consolidated financial statements
and the related notes and other financial information appearing elsewhere in this Form 10-K and other reports
and filings made with the Securities and Exchange Commission.. Readers are also urged to carefully review and
consider the various disclosures made by us which attempt to advise interested parties of the factors which affect
our business, including without limitation the disclosures made under the caption “Management’s Discussion
and Analysis of Financial Condition and Results of Operations,” and And Item 14A—Risk Factors.

Equity Award Review
Background and Scope of Review

Our current executive management team, which has been in place since 2004, initiated an internal
review of our historical practices related to granting stock option awards and other equity awards {the
“Equity Award Review”) in the summer of 2006 in reaction to media reporis regarding stock option
granting practices of public companies. In February 2007, the Board appointed a Special Committee of the
Board to review the adequacy of the Equity Award Review and the recommendations of management
regarding historical option granting practices, and to make recommendations and findings regarding those
practices and individual conduct. The Special Committee was not charged with making, and did not make,
any evaluation of the accounting determinations and related tax adjustments. The accounting
determinations and related tax adjustments were evaluated by Management and the Audit Committee of
the Board of Directors. The Special Committee was comprised of a non-employee director who had not
served on our Compensation Committee before 2005,
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The Equity Award Review encompassed all grants of options to purchase shares of our common stock
and other equity awards made since two months prior to our IPO in November 1999 through
December 2006. We also reviewed all option grants that were entered into our stock option database
(Equity Edge) after our IPO with a grant date before November 1999, as well as other substantial grants
issued prior to our IPO. The total number of grants reviewed in the Equity Award Review exceeded 14,000
individual grants. We further reviewed all option grants with a grant date that preceded an employee’s date
of hire. As part of the review, interviews of 18 current and former officers, directors, employees and
attorneys were conducted, and more than 40 million pages of electronic and hard copy documents were
searched for relevant information. The Special Committee also conducted its own separate review of the
option granting practices during the tenure of current executive management team through additional
interviews and document collection and review with the assistance of its own separate counsel, Pillsbury
Winthrop Shaw Pittman and FTI Consulting. B ’ ‘ - _

The Special Committee completed its evaluation of the Equity Award Review in August 2007 afte
considering the information gathered by management and Morrison & Foerster, along with testing and
data gathering by Pillsbury Winthrop and FT1 Consulting. The Special Committee concluded that the
Equity Award Review was complete and worthy of reliance. Qur Board has also concluded that the scope
and thoroughness of the Equity Award Review was complete and appropriate.

The Equity Award Review demonstrated the absence of contemporaneous evidence supportinga
substantial number of the previously-recorded option grants, substantially all of which were made'in the
. period from 1998 through late 2003. During this period of time, in some instances, documents, data and
interviews suggest that option grants were prepared or finalized days or, in some cases, weeks or months
after the option ‘grant date recorded in our accounting records. The affected grants include options issued
to certain newly-hired employees using measurement dates prior to their employment start dates and
options issued to non-employees, including advisors to the Board of Directors, erroneously designated as
employees. The Special Committee also concluded that certain former employees and former officers
participatéd in making improper option grants, including the selection of grant dates with the benefit of
hindsight and in the delay in dating of otherwise approved option grants. C

Impact on 'Previo'usly Issued Reports and Financial Statements : ' o

In light of the Equity Award Review and the Special Committee’s findings described below, the Audit
Committec of our Board concluded that our prior financial statements for periods from 1998 through our
filing of interim financial statements for the period ended September 30, 2006 must be restated. Our
management determined that, from fiscal year 1998 through fiscal year 2005, the Company did not
properly recognize non-cash equity-based compensation charges. These charges are material to our
financial statements for the years ended December 31, 1998 through 2005, the periods to which such
charges would have related. Previously filed annual reports on Form 10-K and quarterly reports on
Form 10-Q affected by the restatements have not been and will not be amended and should not be relied
upon.

Consistent with the relevant accounting standards and recent guidance from the SEC as part of the
Equity Award Review, the grants during the relevant period were organized into categories based on grant
type and process by which the grant was finalized. We analyzed the evidence related to grants in each
category as part of the Equity Award Review. This evidence included, but was not limited to, electronic
and physical documents, document metadata, and witness interviews. The controlling-accounting standards
were applied to the relevant facts and circumstances, in a manner consistent with recent guidance from the
SEC, to determine the proper measurement date for every grant within each category. If the measurement
date was not the same as the originally assigned grant date, accounting adjustments were made as required,
resulting in stock-based compensation expense and related income tax effects, as detailed below.

Based on the results of the Equity Award Review, we concluded that, pursuant to Accounting
_ Principles Board Opinion No. 25, Accounting for Stock Issued to Employees {(“APB 257), and relevant
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interpretations, revised accounting measurement dates should be applied to a substantial number of the
stock option grants covering options'for the purchase of 15.2 million shares of our common stock that were
awarded primarily betwéen March 1998 and December 2003. The use of the revised measurement dates -
for the affected option grants required us to record a total of $75.0 million in additional deferred
compensation, with substantially all of the increase relating to option grants made before December 31,- -
2003. We have also recorded $58.2 million in additional deferred compensation for the years 1998 through
2005, reflecting the amortization of stock-based compensation expense over the relevant vesting periods,
which was typically over.four years. After aggregate payroll tax adjustments and income tax adjustments of
$9.6 million, the restatement resulted in total net adjustments to net income (loss) of $48.6 million for the
years 1998 through 2005. This amount is net of forfeitures related to employee terminations and
cancellations of approximately $16.8 million. These amounts do not include the unauthorized issuance of -
coramon stock charge of $0.6 million and $5.7 million in 2002 and 2003 related to misappropriated options
by the Company’s former stock administrator described herein: The aggregate amount of the Equity
Award Review including the misappropriated options is $64.5 million comprised of the $58.2 million in
additional stock-based compensation expense and $6.3 million of a charge-for unauthorized issuance of
cornmon stock. After aggregate other tax adjustmeats and income tax adjustments of $9.6 million, the
restatement resulted in total net adjustments to net income (loss) of $54.9 million for the years 1998
through 2005. Approximately $26.6 million of the stock-based compensation expense was recorded in 2601,
which,was primarily due to cancellations from our Stock Option CancelfRe-grant Propram, as described
below, which resulted in the remaining unamortized deferred compensation being expensed upon the
cancellanon in March 2001. ' :

. Asa consequence of these adjustments, our audnted consohdated financial stdtements and relatcd
disclosures for the years ended December 31, 2004 and 2005 and our consolidated statements of .
operations and consolidated batance sheet data for the four years ended December 31, 2005, included in
“Selected Consolidated Financial Data” in Part 11, Item 6 of this Report, have been restated. Additionally,
the unaudited quarterly financial information for interim periods of 2005, included in “Management’s
Discussion and Analysis of Financial Condition and Resuits of Operations™ in Part 11, Item 7 of this.
Report, have been amended. We have also restated the stock-based compensation expense footnote
information calculated under Statement of Financial Accounting Standards, or SFAS, No. 123, Accounting
for Stock:Based Compensation, or SFAS 123, and SFAS No. 148, Accounting for Stock-Based .
Compensation—Transition and Disclosure, or SFAS 143, under the disclosure-only alternatives of those
pronouncements for the years 2004 and 2005 and for interim periods of 2005. The restated footnote
information has been included in “Management’s Discussion and Analysis of Financial Condition and
Results of Operations” as well as in the Consolidated Financial Statements in Part I1, Item 15 of this .. .
Report. L T o e ‘

Il

None of-the adjustments resulting from the Equity Award Review affected our prevnously-reported
revenue, cash, cash equivalents or marketable securities balances in any prior periods. ' 2

Former Stock Option Administrator . .y

Durmg the course of the Equity Award Rev1ew we discovered that Venccnt -Donlan, a former stock
option administrator, had engaged in a fraudulent scheme by which he misappropriated options to
purchase more than 700,000 shares of stock. Ill-gotten gains from this scheme exceeded $6.3 million. We
have broughtian action against Donlan seeking return of the fraudulently obtained stock option proceeds.
We: also.promptly alerted the SEC of our discovery in March 2007. The SEC commenced an enforcement
action against Donlan, and the U.S. Attorney’s Office forwarded a grand jury subpoena to us seeking
records related to Donlan and our historical option granting practices. We have cooperated with, and
iniend 1o continue to cooperate with, both the SEC and the U.S. Attorney’s Office in their actions against
Donlan and otherwise. Donlan has consented to an injunction brought by the SEC and has plead guilty to
federal criminal charges brought against him by the U.S. Attorney’s Office. We have recorded an
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unauthorized issuance of common stock charge of $0.6 million and $5.7 million in 2002 and 2003,
respectively, related to this theft.

Htstancal Option Grant Approval Processes

Before our IPQ, there was no formal polrcy OF process covering granting or approval of stock optron
grants, As of December 1999, the Compensatron Committee, which was comprised of three non-employee,
members of our Board, delegated authority to our then chief executive officer (“CEO™) to grant options .
covering the purchase of up to 10,000 shares of our commbon stock per non-executive officer employee per
year (“CEQ Award Grants”). Since our IPO, our policies required Compensation Comnittee approval of
optlon grants that exceeded the limits 6f the CEO Award Grants and all option grants to executive officers,
as defined in Rule 16a-1(f) promulgated under the Securities Exchange Act of 1934, as amended
(“Executive Qﬁicers”) As a result of the information considered in the Equity Award Review, we have
concluded that, from our IPO in November 1999 through October 2003, our option grant processes and ‘
procedures were not consrstently followed.

The Compensation Committee approved stock optron grants using two different forms of
authorizations. First, on occasion, the Compensation Committee approved stock option grants at formal
meetings of the Compensation Committee. After our IPO, these meetings were typically held quarterly.
Second and more often, the Compensatlon Committee members held informal discussions with our then
CEO—typically telephonically or via emarl—to determine whether option grants should be approved The
approval of option grants determined by the Compensatron Committee was documented through the use
of unanimous written consent actions. The unanimous written consent actions granted the options “as of”
the date the committee members informally approved the grant, which was almost always a,date earlier
than the date on whrch the formal unanimous written consent actions were prepared “and signed.

In, March 2001, our Board approved a voluntary stock option cance! and re- grant program for
employees (the “Cancel/Re-grant Program”). The Cancel/Re-grant Program provided employees with the ,
opportunity to canccl all of their existing and outstanding stock options granted to them on or after
September 30, 2000 and before March 30, 2001, and some or all of their existing and outstanding stock
options granted to them prior to September 30, 2000, in exchange for a new option grant for an equal
number of shares granted at a future date. The new optlons were issued six months and one day after the
cancellation date, March 30, 2001, and the exercise price of the new options was based on the trading price
of our common stock on the. date of the new option grants.

One of the objectives of the Equity Award Review was to verify whether the unanimous written  ~
consent actions accurately identified the dates on which the Compensation Committee informally
approved the option awards. For a number of the unanimous written consent actions, we were able to
verify that the date'reflected in the document was the date on which the Compensation Committee’
members informally approved the option grant. However, as to some of the unanimous written consent -
actions, we were unable to verify that the grant dates reflected in the approval documentation was the date
for which the approval had occurred. When we could not verify the grant date reflected in a unanimous
written consent action was the date on which it was approved through contemporaneous documents, we.
made measurement date adjustments based on the best available evidence such as fax dates on unanimous
written consents and,e-mail correspondence that supported the proper measurement date. This resulted in
measurement date changes to 17 grant dates. . ,

In November 2003, our current CEQ, Eric DeMarco commenced employment as the Presrdent of
WEFI. Shortly thereafter, in December 2003, our former Chief Financial Officer, Terry Ashwill, left the
Company. In April 2004, Mr. DeMarco became CEO and the prior CEO, Masood Tayebi, became the
Executive Chairman of our Board of Directors. In April 2004, the-additional members of our executive - -
team were hired, which included a new Chief Financial Officer, Deanna Lund, and new General Counsél, -
James Edwards. Shortly thereafter, other positions such as Corporate Controller, Vice President of
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Human Resources, and Stock Administrator were also hired, replacing the former employees in those .
positions. . .

The new executive management team engaged in an overall review of our processes and controls and
made improvements where deemed necessary. Qur stock option granting processes and procedures were
among the areas to-which the hew management team made improvements. Thus, shortly after April 2004,
the processes were formalized and a consistent procedure was 1mplcmented for the CEO Award Grants
and grants nade by the Compensation Commlttee

-1 We believe that the Equity Award Review has confirmed that our equlty grantmg processes and
practices in effect since Aprll 2004 are sound and have been consistently followed. Thé Equity Award
Review did not 1dent1fy any measurement date adjustments requlred under APB 25 for grants made since
November 2003 although it did find minor administrative errors that have resiilted in immaterial
adjustments aggregatmg approximately $50,000 for grants during the period from 2004 through 2006.

In January 2007, for various business reasons, we made the dec:sron to dlecontmue the issuance of | .
stock options as a broad-based form of incentive compensation. Instcad we have begun using other forms
of equrty-based 1ncent1ves such as restncted stock or restricted stock units on a limited ba515

- . Adjustments to Measurement Dates : » oo Co v T “

" As a result of the Equity Award Review, we determined under the criteria set forth in APB 25 that
‘option grants c'overing a total of 15.2 million of the shares of our common stock require measurement date
adjustments. For reasons that fell into four categories, we concluded that the measurement dates ongmally
used for those option grants did not meet the criteria to establish'a measurement date, as set forth in’
APB 25. For somé of those grants, more than one reason applied. The four categories aré:

» Lack of Contemporaneous Documentation. The Equity Award Review identified a number of
grants for which we have been'unable to locate contemporaneous documentation confirming that either a
Conipénsation Committee approval o¢curred or the CEO Award Grants occutred on the indicated grant *
date. We identified grants requiring measurement date adjustments under the critéria of APB 25 when we
were unable to locate contemporaneous documentation confirming that (1)} a meeting occurred on' the
grant date; (2) the CEO approved the grant on the grant date, (3) the Compensatlon Committee approved
the grant on the grant date or (4) the identification of employee-recipients and grant amounts were
finalized by the grant date. The'affected grants involved options allowing the purchase of 3.7 million shares
of our common stock. Of these options, options to purchase 0.5 million shares were granted toExecutive
Officers, options to purchase 60,000 shares-were granted to three of our current Directors and options to
purchase 3.1 million shares were granted to other employees. Adjustments to the APB-25 measurement
dates for the grants covered by these grants resulted in the recording of additional deferred compensation .
of $25.9 million; and amortization of stock-based compensation expense of $22.4 million, with the
remaining $3.5 million eliminated due to forfeitures and terminations. ! : '

" Date Selection/Indications of Other Dates. * For twelve grant dates, the Equ:ty Award Review
identified documents that indicated that the grant date'for some options was selectéd with the benefit of °
hindsight after the date indicated on the uhanimous written consent or after the CEO authorization form
docuihenting the approval of those options. The affected awards on theSe twelve grant dates involved
option grants covering 7.0 million shares. Of these option grants, options to purchase-1.3 million shares
were granted to Executive Officers and optians to purchase 5.7 million shares were granted to other  *
employees. Adjustments to the: APB 25 measurement dates for these grants resulted in.the.recording of
additional deferred compensation of $13.1 million and amortization of stock-based compensation expense
of $9.9 million, with the remaining $3.2 million eliminated due to forfeitures and terminations. Each of the
twelve grant dates were on dates when.the closing price of our common stock was at or near the lowest
price experienced during the previous 7 weeks or earlier. L . R

SR - ) . . . . . : L
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o Subsequent Allocations. 1n.1999, 2000, 2001, 2002 and 2003, we made large, broad-based grants of .
stock options covering a substantial percentage of our employces. With respect to seven of the broad-based
grant dates, the Equity Award Review identified that we had not completed allocations of options to
individual employees by the time the grant was approved by Compensatlon Committee. The affected:
awards on these seven grant dates involved option grants covering 4.2.million shares. Of these option
awards, options to.purchase 0.2 million shares were granted to Executive Officers and options to purchase
4.0 million shares were granted to other employees. Adjustments to the APB 25 measurement dates for
these grants resulted.in the recording of additional deferred compensation of $23.8 million and
amortization of stock-based compensation expense of $17.5 million, with the remaining $6.3 million
eliminated due to forfeitures and terminations.

o Pre-Hire Grants. We made certain grants in connection with offers of employment to new
employees were made on grant dates that preceded the employee’s hire date. These grants involved
options to purchase a total of 0.7 million shares. Of these option grants, options to purchase 0.2 million
shares were granted to Executive Officers and options to purchase 0.5 million shares were granted to other
employees. Ad]ustments to the APB 25 measurement dates for these grants resulted in the recording of *
additional deferred compensatlon of $7.9 million and amortization of stock-based compensation expense i
of $3.9 million, with the remaining $4.0 million eliminated due to forfeltures and terminations.

Other Ad;ustments

During the course of the Equity Award Review, we identified some intances in which ad]ustments to,
deferred compensation were required that were not related to changes in measurement dates for the
following reasons:

o Non-Employee Grants. Certain grants made to consultants and board advisors under our incentive
stock option plan, which allowed only grants to employees. These grants were accounted for under APB25°
as if they were proper incentive stock option awards. In some instances, individuals were added to our _
payroll, even though they were not employees, The affected awards involved options to purchase
0.3 million shares, of which options to purchase 75,000 shares were issued to one of our Directors prior to
his joining our Board. Tg correctly account for these grants in accordance with SFAS 123 and EITF 96-18,

“ Accounting for Equity ]nstruments That Are Issued to Other Than Employeeq for Acquiring, or in

conjunction with Selling, Goods or Services”, we recorded $3.6 million in additional deferred

compensation durmg 1998 through 2003 and dmortlzatlon of stock-based compensation expense of
* $3.6 million.

s Modifications of Existing Grants.  With respect to 0.3 million option grants, modifications were
made to employee stock options that were not accounted for in accordance with APB 25. The -
modifications included the extension of the post-service exercise period for.veésted stock options of '
terminated employéés and the acceleration of vesting for an Executive Officer, which resulted in
$0.1 million of additional deferred compensation and amortization of stock-based compénsation expense.
Adjustments to reflect the modification of terms in accordance with APB 25 resulted in the recording of
$1.3 million in-additional deferred compénsation and amortization of stock- based Compen%atlon expense
of $1.3 million, to properly account for these modifications. .

We previously recorded stock-based compensation expenses in prior periods for certain former
employees for whom, in connection with their terminations, the post-service exercise period for vested
stock options was extended or of the vesting period of stock options was accelerated. Those charges were
accounted for correctly pursuant to APB 25. However, as a result of adjustments made in the restatement,
the previously-recorded deferred compensation charge was reduced by $0.4 million.

A During the course of the Equity Award Review, we discovered that a former stock option
administrator had engaged in a fraudulent scheme by which he misappropriated options to purchase more
than 700,000 shares of stock. Ill-gotten gains from this scheme approximated $6.3 million, and we have
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. eliminated due to forféitures.

recorded an unauthorized issuance of common stock charge of $0.6 million and $5.7 million in 2002 and
2003, respectwely, related to this theft. . '

Summary of Measurement Date Ad,-ustments to Grants to Former Executwe Officers and Related Party

The Eqmty Award Review identified option grants to former Executive’ Officers covering an aggregite
of 2.2 million shares that required measurément date adjustments. The resulting aggregate groqs increase
in deferred compensat:on associated with these grants was $7.7 million, and the aggregate amortization of
stock-based expense assomated with these grants was $7.2 million, with the dlfference of $0 7 mllhon ‘

L

Neither of our co- -founders, Dr. Massih Tayebi and Dr. Masood Tayebi, was awarded any grants of
stock options. Throughout the periods covered by the Equity Award Review, the Tayebi family (including
Massih and Masood Tayebi), owned between 30 percent to 40 percent of our outstanding capital stock. .~
Thus, none of the grants requiring measurement date adjustments was made to our co-founders. ‘However,
there were grants requiring measurement date adjustments that were issued to the brother of our
co-founders, Jay Tayebi, who was the former general manager of our Mexican operation, Optlons to
purchase 530,597 shares that were granted to Jay Tayebi required measurement date adjustments,
resulting in increased gross deferred compensation of $6.3 million and amortization of stock-based
compensation expense of $5.4 million, with the difference of $0.9 million eliminated due to forfeitures. A
total of 2,640 of the shares requiring measurement date adjustments were sold by Mr, Tayebl of which
$5, 000 of the profit realized from the sale of those shares was related to the dlfference in the remedsured
price compared to the original option grant price.

- The financial statement impact of measurement date ad;ustments to grants to former Executive
Officers is as follows: . : : e K '

]

o Terry Ashw1ll former Executive Vice Président and Chief Financial Officer (September 2000 to
 December 2003)——grants that in the aggregate allowed the purchase of 562,330 shares were found,

. " to'require measurement date adjustments resulting in incréased gross deferred compensation of |
$1.0 million and amortlzatlon of stock- based compensation expense of $0.6 million, with the
difference of $0.3 million eliminated due t0 forfeitures. A total of 404,448 of the shares requiring
measurement date adjustments were sold by Mr. Ashwill, of which $0.7 rmlllon of the pIOflt realized
from the sale of those shares was related to the dlfference in the remeasured price compared to the
ongmal option grant price.

e Frankic Farjood, former Senior Vice President Deployment (November 1999 to July 2004)—grants
that in the aggregate allowed the purchase of 287,743 shares were found to require measurement
date adjustments resulting in increased gross deferred compensation of $1.0 million and |

. amortization of stock based compensation of $1.0 million. A total of 170,000 of the shares requiring
» . measurement date adjustments were sold by Mr. Farjood, of which $0.5 million of the profit
realized from the sale of those shares was related to the difference in the remeasured price
compared to the original option grant price. ‘ : .

» Scott Fox, former President Network Management and Operations (May 1999 to June 2002)~--(part
+ time employee June 2002—April 2005) grants that i in the aggregate allowed the purchase of 55,014
shares were found to require measureément date adjustments resulting in increased gross deferred
‘compensation of $0.1 million and amortization of stock based compensation of $0.1 million. A total
of 53,621 of the shares requiring measurement date adjustments was sold by Mr. Fox, of which
$40,000 of the profit realized from the sale of those shares was related to the difference in the .

.remeasured price compared to the original option grant price. S o

+ Farzad Ghassemi, former President of Wireless Network Services {February 1998 to'June 2007)—
grants that in the aggregate allowed the purchase of 194,591 shares were found to require
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measurement date adjustments resulting in increased gross deferred compensation of $0.3 million
and amortization of stock based compensation of $0.3 million. A total of 117,000 of the shares
requiring measurement date adjustments were sold by Mr. Ghassemi, of which $0.1 million of the
profit realized from the sale of those shares-was related to the difference in the remeasured price
compared to the original option grant price. -

o Greg Jacobssen, former Executive Vice President of Wireless Network Services (July 2002 to,
January 2004)—grants that in the aggregate allowed the purchase of 60,000 shares were found to
require measurement date adjustments resulting in increased gross deferred compensation of
$40,000 and amortization of stock based compensation of $10,000, with the difference of $30,000
eliminated due to forefeitures. Mr. Jacobssen did not sell any of the options requiring measurement
date ad]ustments

e David Knutson, former Executive Vice President of Wireless Network Services (July 2003 to
February 2006)—grants that in the aggregate allowed the purchase of 300,000 shares were found to
require measurement date adjustments resulting in increased gross deferred compensation of $1.3
million and amortization of stock based compensation of $1.3 million. Mr. Knutson did not sell any
of the options requiring measurement date adjustments.

e Thomas Munro, former Chief Financial Officer {July 1997 to September 2000) and former
President (September 2000 to December 2002)—grants that in the aggregate allowed the purchase
of 510,890 shares were found to require measurement date adjustments resulting in increased gross
deferred compensation of $3.1 million and amortization of stock based compensation of $3.1
million. A total of 88,890 of the shares requiring measurement date adjustments were sold by
Mr. Munro, of which $0.1 million of the profit realized from the sale of those shares was related to
the diffprencé in the remeasured price compared to the original option grant price.

« William Brad Weller, former General Counsel and Vice President Legal Affairs (September 1999
to December 2002)—grants that in the aggregate allowed the purchase of 153,636 shares were
found to require measurement date adjustments resulting in increased gross deferred compéensation
of $1.0 million and amortization of stock based compensation of $0.8 million, with the difference of
$0.3 million eliminated due to forfeitures. A total of 60,865 of the shares requiring meaSurement
date adjustments were sold by Mr. Weller, of which $0.1 million of the profit realized from the sale

« « of those shares was related to the difference in the remeasured price compared to the original
optlon grant price. © o :

No Affected Grants to Current Executive Officers '

The Equity Award Review exammed all optlon grants to current Executive Officers and concluded
that no measurement date adjustments related to those option grants was required.

Aggregat’e Financial Statement Impact of the Measurement Date and Other,Adjuk;tments Identified in the
Equity Award Review ' :

The aggregate gross additional deferred compensation that we recorded for the years 1998 through
2003 as a result of information identified in the Equity Award Review is $75.0 million. The aggregate gross
additional deferred compensation that we recorded for the years 2004 through 2005 of approximately
$0.5 million was primarily as a result of reductions in deferred compensation to reflect reductions in our
stock price for option grants that were repriced and required variable accounting treatment for grants that
were issued prior to 2004. The aggregate gross additional deferred compensation for the years 1998
through 2005 does not reflect the elimination of $16.8 million in deferred compensation due to subsequent
forfeitures related to employee terminations. In addition, the remaining amount of deferred compensation
totaling $0.1 million at December 31, 2005 was eliminated in accordance with the provisions of
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SFAS No. 123 (revised 2004), Share-Based Payment, or SFAS 123R, which we adopted effective January 1,
2006. After these reductions, we recorded net additional stock-based compensation expense of
$58.2 million for the years 1998 through 2005 in connection with our Equity Award Review. After related
tax adjustments of $9.6 million, the restatement resulted-in total net adjustments to net income (loss) of
$48.6 million for the years 1998 through 2005. These amounts do not include the unauthorized issuance of
common stock charge of $0.6 million and $5.7 million in 2002 and 2003, respectively, related to .
misappropriated options by the Company’s former stock administrator described herein. The aggregate
amount of the Equity Award Review including the misappropriated options is $64.5 million comprised of
the $58.2 million in additional stock-based compensation expense and $6.3 million of a charge for
unauthorized issuance of common stock. After aggregate other tax adjustments and income tax
adjustments of $9.6 million, the restatement resulted in total net adjustments to net income (loss) of
$54.9 million for the years 1998 through 2005. The adjustments did not affect our previously-reported
revenue, cash, cash equivalents or marketable securities balances in any prior period. N

As stated previously, we made measurement date adjustments based on the best available evidence
such as fax dates on unanimous written consents and e-mail correspondence that supported what
management believes to be the appropriate measurement date. However, we also prepared sensitivity
analyses using alternative measurement dates for certain grants that had less certain evidence 1o support a
measurement date. If the alternative measurement dates were used, an aggregate $47.7 million of
additional stock-based compensation expense would have been recorded compared to the $58.2'million we
recorded.

Related Tax Adjustments ' ‘ P

In our restated financial statements for 1998, 1999, 2000 and 2001, we recorded income tax benefits of
$0.5 million, $1.6 million, $3.5 million, and $7.3 million, respectively, with respect to additional stock-based
compensation expense relating to U.S.-based income. At December 31, 2002, we had no additional net
deferred tax assets for additional stock-based compensation expense as such amounts were offset by a
valuation allowance. No tax benefits were recorded for additional stock-based compensation expense
recorded during 2002 as such amounts were offset by a valuation allowance because we did not believe
sich additional deferred tax assets were more likely than not to be realized. At December 31, 2002, we
concluded that a full vajuation allowance against our deferred tax assets was appropriate as a result of our
curnulative losses as of December 31, 2002, which caused a presumption that any deferred tax assets would
be difficult to realize, and reversed the $4.2 million of deferred tax assets recognized in prior periods which
were yet to be realized for tax purposes, thereby increasing tax expense by $4.2 million. We recorded an
income tax benefit of $1.5 million in 2003 related to income tax benefits realized from employee stock
option exercises in 2003 that reduced our tax liabilities. Prior to the restatement, such income tax benefits
were credited to additional paid-in capital because there was no associated stock-based compensation
expense related to such employee stock options. No income tax benefits were recorded for additional
stock-based compensation in 2004 and 2005 because of our domestic tax losses prior to deductions related
to employee stock options. As a result, the cumulative net income tax benefit we recorded ‘through
Diecember 31, 2005 was $10.2 million. We also recorded net other non-income tax payroll adjustments of
$0.6 million, resuiting in total related tax adjustments of 9.6 million. The other non-income tax payroll
expenses recorded were $1.0 million, $10.3 million, $1.6 miliion and $0.9 million for 1999, 2000, 2001, and
2002, respectively. As a result of the expiration of certain statutory periods, previously recorded non-
income tax payroll expenses were reduced by $0.4 million, $12.2 million and $0.6 m:lllon in 2003, 2004, and
2005, respectively.
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The Conduct Réview . .-, ’ TR A , .

Background and Scope of Review

As described above, in February 2007, the Board appointed a Speciaf Comnittée of the Board (the
“Committee”) to reviéw thie adequacy of the'Equity Award Review and the recommendations of
management regarding historical option granting practlces and to make recommendations and fmdmgs '

“regarding those practices and individual conduct. The Committee was fiot charged with making, and did' '

PR

not make, any evaluation of the accounting determinations or ‘tax adjustments. The accounting
determinations and related tax adjustments were evaluated by management and the Audit Committee of

the Board of Directors. The Committee was comprised of a non- employee dlrector who had not served on
our Compensatlon Commlttee before 2005. e : i v

In connection with its review of the 1nd1v1dua] conduct. of persons mvolved in the hlstorlcal optxon
grantmg practices, (the “Conduct Review”), the Committee’s counsel eons1dered information developed in ,
the Equity Award ‘Review, which it reviewed and tested. In addition, the Committee conducted its own
separate review of the option granting practices during the tenure of current executive management team -
through additional 1nterv1ews and document collection and review. The Committee also, reported on other
matters, including areas for further 1mprovements in the stock optlon granting process and the, controls
surrounding that process The Conduct Review was accomphshed w1th the full support and cooperatlon of
our Board, management and employees. ' .

Conduct of Certam Former Executwe Oﬂicers and Former Employees

Upon completlon of the Conduct Review; the Committee concluded that certain former Executive. -

Officers and other former employees participated in making improper.option grants, including the
selection of grant dates with the benefit of hindsight and in the delay in dating of otherwise approved .
option grants. The. Commtttee concluded that certain.of the former Executive Officers and other former .

+

employees apprecnated the legal and accounting consequences of their actions. The Committee further ; -

recommended that we consider pursuing available remedies against the former Executive Officers, . . .
including potentially seeking disgorgement of option exercise proceeds related to options with adjusted
measurement dates from certain former Executive Officers. None of the former Executive Officers or
former employees identified by the Committee as having participated in grant date selection were
employed by us at the time of the Committee’s findings, as all of them had previously resigned for reasons
unrelated to the Eqmty, Award Review or. the Conduct Rewew

Conduct of Current Executive Officers and Employees . . . .

ot

" PR B

Upon completion of the Conduct Review, the Committee concluded that none of the current

Executive Officers or other cyrrent employees had. partlclpated in making improper option grants. To ) the. |
contrary, the Special Comrnlttee concluded that current management proaotlvely tmproved the processes .

of approving and granting stock options on its own 1mtlat1ve from the beginning of its tenure in 2004, and
that the Commtttee has confidence in the mtegrlty of current management The Committee concluded, |
that, although at tlmes there were minor administrative errors and delays in opt;on grants from 2004
through 2006 resultmg in cumulative 1mmaterlal ad]ustments of approx1mately $50, 000, there wag no
evidence that any members of current management had engaged inor beneﬁted from any mapproprlate
option grantmg practices. L o C 3

Conduct of the -Compensatian Commiftee

Since our IPO, the Compensation Committee has consisted at various times of two or three non-
employee members of the Board. The members of the Compensation Committee with their respective
periods of service were: Scott Anderson (August 1999—February 2002); Scot Jarvis (August 1999 to
present); David Lee (June 2001 to February 2002); Bandal Carano (August 1999 to June 2001,
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September 2001 to present); William Hoglund (May 2005 to present) Messrs. Anderson, Jarvis, Carano -
and Hoglund continue to serve on our Board.

As described above, the Compensation Committee approved stock optron grants using two forms of

authorization. First, on occasion, the Commlttee approved stock option grants at formal Committee
meetings which typically were held quarterly, Second and more, often, the Compensatlon Commlttee .

members held informal discussions with our then CEO—usually te]ephomcal]y or via email—to determine -

whether option grants should be approved, Approval was documented through the use of unanimous
written consent action forms which were prepared by management and transmitted to the Commitice
members, who signed them and returned them to then management. The unanimous written consent
actions granted the options “as of” the date the Committee members mformally approved the grants,
which almost always was a date earlier than the date on which the forms were prepared and srgned
Before November 2003, as demonstrated by a comparison of the “as of dates” on the unanimous written
consent aetlon forms and the fax header lines reflecting thé dates on which the signed forms were™
returned: (1) the consent forms generally were sent to the Compensation Committeé members for
sigriature-within days or, in some cases, weeks or months after the option grant date recorded in'our books;
" (2) thé consent forms occasionally were sent to and returned by the Committee members out of sequence; *
and (3) in 2001, ‘grants reflecting an “as of” date that resultéd in option awards priced at the lowest price in
our history up to that point were approved in three separate unanimous Written consent actions awarding

.

grants to different individuals that followed the “as of” date of the grant by two weeks to three months. On

one occasion this included a consent action form signed by 4n individual who was not a Compensation
Committee member on the “as of” date of the grant. From November 2003 through 2006, the
Compensation Committee continued to approve option grants informally and, later, document that
approval in a unanimous written consent action, but the time lag bétween the date of the approval—the
“as of date”—and the execution of the unanimous written consent actions was reduced to days rather than
weeks of months. After considering all of the information presented to the Special Committee, the '

Committee conchided that the members of the Compensation-Committee were entitled to rely upon our ' °

option granting processes and that the Committee has confldence in their abthty to contmue to serve on
our Board and any commlttees thereof P : R -

. 0 . .
N . Lt

Concluswn e . o

" With the completion of the review by the Committee, we are evaluatmg our available remedies arising
from the inappropriate granting practices, but we have not yet made any decisions in that regard.

Restatement of Our Consohdated Financial Statements ' } '

As a résult of the findings of Equity Award Review, our consolidated financial statements for the

“

years ended December 31, 2004 and 2005 have been restated Thé restated consolidated’ fmancral e

statements include unaudited financial information for interim periods of 2005 consistent with - ¢
Article 10-01 of Regulation 8-X. We also recorded additional stock-based compensatlon expense and .
associated tax ad]ustments affecting our previously-reported financial statements for 1998 through 2003,
the effects of which are summarized in cumulative adjustments to’ our additional paid-in capital, deferred -
compensation and accumulated deficit accounts hs of December 31, 2003, in the amounts of $56.1 million,
$6.6 million and $62.9 million, respectively, all of which are récorded in the Consolrdated Statements of
Shareholders’ Equity, included in Part IV, Item 15 of this Report. c
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The following table summarizes the additional deferred compensation recorded on an annual basis as
a result of the equity award review, categorized by each of the three reasons that led to the determination

that particular option grants failed to meet the measurement date criteria of APB 25, together with the

other adjustments made that were not related to changes in measurement dates:.

.

- e ‘Cumulative * : Cumulative
e e Amount Years ended = . Amount . |
Years Ended December 31 December 31, _December 31,  December 31,
' 1998 - 1999 2000 2001 2002 2003 2003 ' 20042005 - 2005 . 5
. P (in millions) ' - vt ‘o . T
Deferred Compensation e
Adjustments: ! -
No contemporaneous '
documentation .. .......... T $32 546 $174 $00 $— 507 $259 $00 $00 $25.9
Date selection/Indication of other o ]
date.............. DU — — 52 43 331 1.0 13.6 (02)  (03) 13.1,
Subsequent allocation. ... ... .. — 1.2 168 — — 5.8 23.8 C— — 238
Start dateissues .. ........... 0.2 43 22 0 0.3 04 7.5 01 "04 - 8.0
Other adjustments(a). ........ _0a 28 17 (13 _01 03 3.7 05 - _00 (4.2
Subtotal................ L. $35 $129 $433 $31 $35 § 82 $74.5 - $04 $-01° $75.0
Unauthorized issuance of stock by ' : -
administrator ............. $§— $ — 8 — 8 — $06 357 $ 63 $ — § — $ 63
Total . ... $35 $129 $433 §3.1 $41 $139 .$808 ‘504 $01 ° $8LI

{a) Represents adjustments related to modifications that were made to employee stock options which included the extension of the
post-service exercise period for vested stock options of terminated employees and the acceleration of vesting.

The following table summarizes the activity in additional deferred compensation as well as additional
stock-based compensation expense and related tax adjustments on an annual basis. This table does not
include previously-recorded activity in deferred compensation or stock-based compensation expense:

Activity in Deferred Compensation
Deferred compensation
adjustment—beginning balance . .
Additional deferred compensation
recorded
Additional stock-based
compensation expense
amortization{a)
Elimination due to employee
terminations
Additional deferred
compensation—ending balance. . .

Additional Stock-Based
Compensation Expense and
Related Tax Adjustments

Additional stock-based

compensation expense. . ........

Other tax adjustments(b)

Additional operating expenses

Income tax expense (benefit)

Met adjustment

Cumulative Cumulative
Amount Years Ended Amount
Years Ended December 31 December 31, December 31, December 31,
1998 1999 2000 2001 2002 2003 2003 2004 2005 2005
(in millions)
$ — $22 $102 $383 $70 §29 $ — $ 66 8§32 $ —
35 129 433 31 35 82 74.5 04 01 75.0
(1.3) (44) (1.3) (266) (61) (3.7) {53.4) (2.2) (2.6) (58.2)
— {05 (39 (18 (L5 (0.8) {14.5) (L6 _(0.7) 16.8
$22 $10.2 $383 $ 7.0 $29 § 6.6 $ 6.6 $ 32 $(0.0) 3 (0.0)
$13 $44 $113 $266 $61 §37 $ 534 $ 22 $26 582
— 1.0 10,3 1.6 0.9 (0.4 13.4 (12.2) _(0.6) 0.6
1.3 54 216 282 70 33 66.8 (10.0y 2.0 58.8.
(0.5) (L6 (35 (7.3)y _42 (19 (10.2) — — {10.2)
$08 $38 $181 $ 209 $11.2 $ 18 $ 56.6 $(10.0) § 2.0

'$ 48,6

(3} The increase in stock-based compensation expense in 2001 primarily reflects the canceltations from our Stock Option
Cancel/Regrant Program in March 2001 which resulted in the remaining unamortized deferred compensation being expensed
upon cancellation. In addition, the remaining amount of deferred compensation totaling $0.1 million at December 31, 2005 was
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eliminated in accordance with the provisions of SFAS No. 123 (revised 2004), Share-Based Payment, or SFAS 123R, which we
. adopted effective January 1, 2006, ' ,

(b) Reflects the accrual of payroll related tax adjustments in 1999 through 2002, and a reductlon of such accruals due to the
expiration of statutory requirements in 2003 through 2005.

The following table summarizes the impact of the additional stock-based compensation expense
resulting from the review of our equity award practices on our previously-reported stock-based
compensation expense on an annual basis, excluding the impact of an additional $0.6 million and $5.7

million in 2002 and 2003, respectively, related to the theft of shares by the Company’s former stock
administrator: '

]
Stock-Based Compensation Expense
As Reported  Adjustments  As Restated
{(in millions)

¢ . P——

Year ended December 31,2005, .. . ... ... oot $0.1 $ 26 $ 27
Year ended December 31, 2004, ... ... .ouieii il 02 22 24
Year ended December 31,2003. ... ......... e 6.3 3.7 10.0
Year ended December 31,2002, .. ... .. ooty ’ — 6.1 6.1
Yearended December 31,2001, . ... ... i — 26.6 266
Yearended December 31,2000, .. ... ... i — 11.3 1.3 -
Year ended December 31,1999 . ... ... ... i — 4.4 4.4
Yearended December 31,1998, . ... ... L i i3 _ 13

Y ‘ $6.6 $58.2 $64.8
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The following table presents the impact of the additional stock-based compensation expense-related
adjustments and the discontinuance of our international businesses on our consolidated balance sheet as of
December 31, 2002; o

% RECONCILIATION OF CONSOLIDATED BALANCE SHEET FOR 2002

) Assets
Current assets:
Cash and cash equivalents. ... ......
Accounts receivable,net . ..........
Accounts receivable—related party. . .
Prepaid expenses. . ............. ..
Employee loans and advances. .. ....
Other current assets .............
Current assets of discontinued
operations .. ....... ...
Total current assets . ............
Property and equipment, net .........
Goodwill .............. e
Deferred tax assets,net. .. ...........
Investments in unconsolidated affiliates .
Other assets ........ J
Other assets of discontinued operations .
Total asSe15 oo v v v ovvvunanns .

Liabilities and Stockholders’ Equity
Current liabilities:
Accountspayable . ...............
Accrued expenses ... . 0.l
Biltings in excess of costs on
completed contracts. . . .. .. e
Tax CONUNZENCIEs . ... .vouuunnnon
Accrual for unused office space ... ..
Income taxes payable .............
Capita! lease obligations . . .. .......
Cusrent liabilities of discontinued
OpPerations .........c.ooui i
Total current liabilittes . .........
Capital leasé obligations, net of current
POTHON L.t yiin i
Accrual for unused office space, net
of current portion........... P
Other liabilities. . ..............0 ...

Total liabilities. . ............... .

Stockholders® equity:
Preferredstock ..................
Commonstock . .....o... .o
Additional paid-in capital . . ........
Deferred compensation. .. ...... .
Accumulated deficit ..............
Accumulated other comprehensive
loss. ..o e
‘Total stockholders’ equity .. .... ..
Total liabilities and
- stockholders’ equity. . .........

(in millions)

Adjustment for
International As Restated for  Adjustment for
Discontinued Discentinued Stock Based ' .
As Reported Operations Operations Expenses As Restated .
s 981 $(1.1) $ 970 s — "$ 970
509 “.7 46.2 — 46.2
0.4 (0.4) 0.0 -— -
1.6 (0.1) 1.5 — 1.5
0.2 (0.1) 0.1 - 0.1
2.1 (0.8) 1.3 — 1.3
18.7 8.2 26.9 — '26.9
172.0 1.0 173.0 — 173.0 *
11.7 (1.1) 10.6 — 10.6
25.5 — 25.5 — 25.5
54 _— 5.4 —_ 54
41 — 4.1 — 4.1
0.3 — 0.3 — 03
1.3 1.1 24 — 2.4
$ 2203 $ 10 $ 221.3 3 — $ 2213
$ 99 $(1.3) $ 86 5 - $ 86
15.0 (2.6) 124 13.7 26.1
6.2 (0.2) 6.0 — 6.0
2.0 -— 20 — 2.0
1.3 — 1.3 — 1.3
— L0 1.0 — 1.0
23 (0.1) 2.2 - 22
20.2 4.2 24.4 24.4
56.9 1.0 579 13.7 71.6
0.6 — 0.6 — 0.6
. 76 — 7.6 — 1.6
1.5 — 1.5 — . 1.5
66.6 1.0 67.6 13.7 81.3
266.6 . — 266.6 44,5 3111
— 2.9 2.9
(109.9) — (109.9) (55.3) " (165.2)
(3.0) — 3.0 — (30
153.7 — 153.7 (13.7) 140.0
$ 2203 $1.0 $ 2213 $ (0.0 § 2213
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The following table presents the impact of the-additional stock-based compensation expense-related
adjustments as well as the discontinuance of our international businesses on our prewously-reported
consolidated statement of operations for the years ended December 31, 2002: g

RECONCILIATION OF CONSOLIDATED STATEMENT OF OPERATIONS FOR 2002

(in millions, except per share data)
. Adjustment for
International  As Restated for  Adjustment for
Discontinued Discontinued Stock Based

. As Reported Operations Operations Expenses As Restated
REVENUES .. .. i s $1704 $(14.7) $155.7 5 — $155.7
Costofrevenues.. ... .ooovni i rotusa' o QL)Y 1048 _ 34 1082
Grossprofil ... .. o e e e . 547 (3.8) 50.9 (34) 475
Selling, general and administrative expenses, . ............ . 476 . . (15)y . 40.1 30 43.1
Unauthorized issuance of stock option expense ........... — — — 0.6 0.6
[mpzirmentof goodwill . . . ... i 14.6 (14.6) — — -
Other asset impairment and other charges, net. ........... 204 (5.3) 15.1 - . 15.1
Operatingincome (loss) ............................ (2719) 236 (4.3) Ce T Ly
Interest income (expense), met. .. ... ........ oo, (0.9) 0.1 (0.8} - (0.8)
Foreign currency gain(loss). . .. ....... ... (0.5) 0.5 — ' — —
Impairment of investment in unconsolidated affiliate and R .,

other income (expenses),net .. ............ ... .. e 0.1 0.1 0.2 L— : 0.2
Total other income (expense) ........covviireinna... (1.3) 07 {0.6) — (0.6)
Income (loss) from continuing operations before cumulative e - "

and cumulative effect of change in accounting principle, . . . - {29.2) . 243 (4.9) (7.9 . (119
Provision (benefit) for income taxes, . .................. 11.1 0.1 1.2 4.2 154
Income (loss) from continuing operations before cumulative . ’ :

efiect of change in accounting principle ............... (40.3) 24.2 (16.1}) - (112) (27.3)
Loss from discontinued opcrauons ..................... (174) (24.2) (41.6) {0.6) (42.2) ..
Cumulative cffect of change in accounting principle . . ... ... {16.1) — (16.1) - . (16.1)
Netincome (1055) . . ..o oottt iniai e $(73.8) § = $(73.8) $(11.8) . 3(85.6
Netincome (loss} from continuing operations per share before ‘

cumulative cffect of change in accounting principle - . .

BUSIC. . .o e et $(0.84) ’ $(0.34) $(0.57)

Diluted . ... P $(0.84) $(034) . o v s 3(05T)
Loss from discontinued operations . ' .

Basic. ... ${0.36) . ' . ${0.86) ' ${0.38)

Diluted. . ... ioit i e $ (0.36) $(086) - , - © T $(0.88)
Cumulative effect of change in accounting principle, per share C '

BUsiC. .. e e $(0.33) $(0.33) b $ (0.34)

Dllated. . .o $(0.33) $(0.33) . S{0.34)
Net income (loss), per share . . Lo

Basic. .o oovr e e e $(1.53) $(1.53) ;. $(1.78)

Diluted . ...l e e 5(1.53) $(1.53) o .o -B(L78).
Weighted average common shares outstanding: . : . , o

Biasic. ... e e e 48.1 481 48.1

Prluted. .o 48.1 481 B8 )

The following table presents details of the total stock-based compenstion expense and unauthorized
issuance of stock (excluding the impact of other tax and income tax adjustments) that is included in each

functional line item in the consolidated statement of operations. . :
Supplemental Data on Stock-Based Compensation Expense [
CostOf PBVEMUE. . .. ittt cie i ie et sneaanns $ - — § — - § — $ 29 -+ § 29
Selling, general and administrative. ... .......... ... ... - \ 2.6 26
Unauthorized issuance of stock oplion cxpense... .. .. ...... — — — 06 . 06
_— = — 6.1 6.1
Discontinued operations ., ... ... ... . il — — — 0.6 0.6
TR Lt e e 5 — e $ 67 ‘5 67

W

The following table presents details of the non-income tax payroll related expense (credit) that is

included in each functional line item in the consolidated statement of operatlons

L
Supplemental tata on Non-Income Tax Payroll Expense '

L PRI 1

Costofrevenue. . ... .. .ot inn e ieienrnnannn. 5 — 5 — | $ 05 $ 035
Selling, general and administrative. . ... ... ... .. L L. — — —_ 04 0.4

— - — 0.9 09
Discontinued operations . . ......... ... e, -_— — — —_— —
Total oo e P § — 5 — 5§ — ] 5 09
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The following table presents the impact of the additional stock-based compensation expense-related
adjustments and the discontinuance of our international businesses on our consolidated balance sheet as of.
December 31, 2003: : . < ‘ ' '

RECONCILIATION OF CONSOLIDATED BALANCE SHEE’I‘ FOR 2003
(in millions)

Adjustment for
International  As Restated for  Adjustment for

Discontinued Discontinued Stock Based
' As Reported Qperations QOperations Expenses As Restated
Assets '
Current assets:

Cash and cash equivalents. . . .. S $ 768 $ (10} § 758 $ — $ 758

Short-term investments. .. ............. 35.1 35.1 — 351

Accounts receivable, net . ... ... 0 69.0 (10.6) 58.4 s 584

Accounts receivable—related party. ...... 0.2 0.2 — 0.2

Prepaid expenses. . ... .ovviiin e . 1.9 (0.2} 1.7 —_ 1.7

Employee loans and advances. .......... 0.1 (0.1) 0.0 — C—

Other current assets .........ooceves.. 20 (0.5) 1.5 — 1.5

Current assets of discontinued ‘ )

OPETRIIONS .. v v v v vree e e nnnans . 310 12.4 © 434 — il 43.4

“Total CUrrent assets. . ..o vvveen oo 216.1 — 216.1 — 216.1
Property and equipment,net ............. 10.1 (0.8) 2.3 - - 93
Goodwill . ..o 31.0 — 310 —, 31.0
Other intangibles,met ..............o0tn 19 — 1.9 — 1.9
Deferred tax assets .. ..o vveevvinnnnnens © 146 — 14.6 - 146
Investments in unconsolidated affiliates . . . . . 4.0 — 4.0 — 4.0
Otherassets .. ......covvvviirrenaen s 0.3 . (0.1) 0.2 = 02
Non current assets of discontinued . e

OPETALIONS . o vttt e e aairn e nnens 1.3 0.9 22 e 22, ..
Total 885615 oot vvreeeeaeanns $ 2793 § - $ 2793 f — $ 279.3
‘Liabilities and Stockholders’ Equity h

Current liabilities: )

Accounts payable .. ... i eaiaans $ 115 $ (1.5 $ 100 . 5 — $ 100

AcCCrued EXpENSES . .. vvvervror e 21.0 {(4.9) 16.1 134 - 295

Billings in excess of costs on completed v

COMMTACES .« oo v vvveeeennetrnnnaas 6.8 (0.3) 6.5 -_— 6.5
Tax contingencies . ............o..oone 2.5 - 2.5 — 2.5
Accrual for contingent acquisition . :

consideration. . .......c.vaiiinaan 38 - 38 — 3.8

Accrual for unused office space . ........ 15 — 1.5 — 1.5 °

Income taxes payable . ................ 1.1 (1.1) 0.0 - _ "

Capital lease obligations .. ............. 0.5 — 0.5 o e 0.5

Current liabilities of discontinued ) . ‘

OPETations . . ... vvovr e iineeininas * 215 7.8 29.3 i © 293

Total current liabilities . ............. 70.2 — 70.2 13.4 836

apital lease obligations, net of current . L

POTLION .. ... it 0.2 — 0.2 — 0.2
Accrual for unused office space, net of '

CUTTENL POTHOM .. ...t vv it v i vee e 2.0 — 2.0 — 20
Other liabilities . .. ............ ... o0 13 — 1.3 — 1.3
Other long-term liabilities of discontinued

OPerations . ... . v 0.3 — 0.3 — ' 0.3

Total liabilities. . ...........0eennnn. 74.0 — 74.0 134 874

Stockholders’ equity: . . Lo . !

Preferredstock . ... ... aan — — — — - .

COMMON SLOCK v v v oes e e eieeenns 0.1 — 0.1 — 01 .

Additional paid-incapital . . ............ 309.6 — 309.6 56.1 365.7

Deferred compensation. .. .. ........... 0.0 — — (6.6) 6.6)

Accumulated deficit ............... .. (100.4) — {100.4) '(62.9) (163.3)

Accumulated other comprehensive loss . .. (4.0 — {4.0) — 4.0)

Total stockholders’ equity .. .......... 205.3 — 205.3 13.4) - i91.9

Total liabilities and stockholders’ equity . $ 2793 $ — $ 279.3 $ (0.0 $ 2793

|
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+ The following table presents the impact of the additional stock-based compensation expense-related
adjustments as well as the discontinuance of our international businesses on our previously- reported
consolidated statement of operations for the years ended December 31, 2003:

RECONCILIATION OF CONSOLIDATED STATEMENT OF OPERATIONS FOR 2003

(in millions, except per share data) .
Adjustment for
. . : International  As Restated for  Adjustment for
o T Discontinued Discontinued Stock Based

. e B ) ’ L LAs Repurted Operaiions Operations Expenses As Restated
Revenues................. e $2285 %234 $205.1 $ — $205.1
Cost of revenues. . ... .. e P 1619 (19.5) 142.4 e 1440
Grossprofit ... i e ., 66.6 (3.9) 62.7 (1.6) 61.1
Selling, general and administrative expenses. ..., ........... 528 . (6.5) 46.3 1.2 C 475
Unauthorized issuance of stock option expense .. ........... — — — 5.7 57
Other asset impairment and other charges, net. ... .......... 0 ' 0, - 0.1
Operating income (I0s8) .. ......oooieiieii e, . 137 - 26 163 ° (8.5) 18
Other income (expense): R ’
Interest income (expense), net. .. ... . ... e, 0.8 0.1 0.9 - 0.9
Forcign currency gain {l08s). ... .. ..o i (0.3) 0.3 — - —
Impairment of investment in unconsolidated affiliate and other : - '

income (EXPEnsEs) el .. . Lo e 3 0.2 [('3))] = 0D
Totzl other income (EXpPense) . ........ooovieneniern an. 0.2 - 06 0.8 - 0.8
Income (loss) from continuing operations before income taxes .. 139 3.2 17.1 (8.5) 8.6
Provision {benefit) for income taxes. .. ... ..... 0 ... ... (0.9 | 9.3 (0.1) L5y {1.6)
Inccme {loss) from continuing operations. . .. .............. 143 29 17.2 {7.0) 10.2
Loss from discontinued operations. . . . .. .. . SR @8 ' o) an _(0:6) 8.3
Netincome (085} . . ..o oveiinn e e i $ 95 $ 00 $ 95 $(7.6 £ 19
Net income (lass) from continuing operations per share before

cumulative effect of change in accounting principle

Basic ... e $ o2 3025 o '| . 3015

T 172 $ 0.19 $ 023 o $ 0.14
Loss from discontinued operations :

Basic ... e $(047) T $(011) $(0.12)

DHIBEE . . o oottt $(0.07) $(0.11) . $(0.11)
Net income (loss), per share - :

BASEE v o v e ee e e e e e $ 0.14 $ 0.14 ) $ 0.03

Dilwted. ... e $ 013 $ 013 , 3 0.03
Weighted average common shares outstanding; ' .

BasiC. . . vt i e e e 68.4' 68.4 684

T O 73.5 735 X

The following table presents details of the total stock-based compenstion expense and unauthorized
issuance of stock (excluding the impact of other tax and income tax adjustments) that is included in each

functional line item in the consolidated statement of operatlons.
Supplemental Data on Steck-Based Compensation Expense .
$ — 518 $ 18

Costofrevenue. .. ... .o o i $— ; [ -

Selling, general and administrative, . ... .................., 6.3 6.3 14 7.7

Unauthorized issuance of stock option expense . ............. —_ — — _57 5.7
' 6.3 e __63 _ 89 15.2

Discontinued operations . ... ... oo i . — ‘ ___— — i_0—6 0.6

Total ... ... N £6.3 .5— 5 — $95 . $15.8

The following table presents details of the non-income tax payroll related expense (credlt) that i is

included in each functional line item in the consolidated statement of operations:
Supplemcnml Data on Non-Income Tax Payroll Expense

Costofrevenue. .. .......oouoinlini i, | J— § - $ — $(0.2 $0.2
Selling, general and administrative. . .. ........oiieee . = — = (0.2 (0.2

: —— — - = UL 0y
Discontinued Operations . ... ... ... .o H_t : ____ Z Z
Tolal ... e E s_: E @ $ (0.4

|
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The following table presents the impact of the additional stock-based compensation expense-related
adjustments and the discontinuance of our international businesses on our consolidated balance sheet as of

December 31, 2004:

' RECONCILIATION OF CONSOLIDATED BALANCE SHEET FOR 2004

. (in millions}

Assets

Current assets:

Cash and cash equivalents. ..............
Short term investments . .. .. ...... .00
Accounts receivable,net . . ..., .. S
Deferred taxassets .. .....covvvevvnn.nn
Prepaid expenses. ... ..o
Employee loans and advances. ...........
Other Current assets . .....ooeruvvnnnns
Current assets of discontinued operations. . .

Total current assets . .. ..oovuivnnsen-s
Property and equipment, net ..............

Goodwill .......ooiiiie

Other intangibles,net................ ..., '

Deferredtaxassets . ... ....oovvvnnn e

Investments in unconsolidated affiliates. .. ...

Otherassets ... . .ocvev v rrvnranannnn
Non current assets of discontinued

OPErAtiONS « . v v v vvarercnaos s
Totalassets ... ..vvvvnrencnnnnuuasnn

Liabilities and Stockholders® Equity

Current Habilities:

Accounts payable ............... P
ACCrued EXPensSes . . ... ..ovinriioeennn
Accrued compensation .............. .
Accounts payable—related party'. ........
Billings in excess of costs on completed
CONTACES . ..o iiiiiiccnnnnmnnnnss
Tax cONtingencies .............ovvvenns
Accrual for contingent acquisition
consideration. . . ......ooviiiiiiiiiins
Accrual for unused office space ..........
Income taxespayable ............... ...
Capital lease obligations . ... ..... s
Current liabilities of discontinued
operations . .......- et aaaaraas
Total current liabilities ...............
Capital lease obligations, net of current
POLLION L \ee i

Other liabilities. .. ... ..o iian

Other long-term liabilities of discontnued
operations . . . .. e
Total liabilities. . . ........... ..ottt
Stockholders’ equity:
Preferredstock . ........ ... it
Common stock, $.001 parvalue. . . ........ .
Additional paid-in capital . . .............
Deferred compensation. . ...............
Accumulated deficit ............. ... ..
Accumulated other comprehensive loss . ...
Total stockholders’ equity . ... ........ .
Total liabilities and stockholders’ equity . .

Adjustment for : :
International  As Restated for  Adjustment for
Discontinued Discontinued Stock Based ’
As Reported Qperations Qperations Expenses As Restated
$ 520 $ (1.6) $ 504 $ — $ 504
16 - 7.6 — 7.6
99.4 (16.1) 833 — 833 °
- 1.0 _ 1.0 —_ 1.0
29 (0.1) 2.8 — 28
0.6 (0.1} 0.5 — 0.5
2.2 (1.4) 0.8 _ 0.8
40.7 .193 60.0 — . 600 |
206.4 —_ 206.4 _ 206.4
12.5 (2.6) 99 — 9.9
82.6 — 82.0 — 82.6
6.4 —_ 6.4 —_ ' 64
16.4 0.1 16.5 — + 165
. 2.1 — 2.1 —_ 2.1
0.6 — 0.6 — 0.6
3.7 2.5 * 6.2 — 6.2
$330.7 e $330.7 5 — -§ 330.7
$ 269 3 (2.5 $ 244 $ — $ 244
5.9 (5.0} .09 1.1 240
13.2 — 13.2 _ 13.2
1.0 — 1.0 — * 10
76 — 7.6 —_ 7.6
1.7 —_ 1.7 — 1.7
145 — 14.5 —_ 14.5
0.9 — 0.9 - .09
35 (24) 1.1 — ' 1
0.2 - 0.2 — ) 0.2
313 2.9 41.2 | — 41,2
106.7 — 106,7 1.1 107.8
1.7 — 1.7 _— 1.7
13 —_ 1.3 - 1.3
0.3 — 0.3 — 03
110.0 —_ 110.0 1.1 1
0.1 — 01 _ 0.1
3198 — 3198 55.0 374.8
' e — — 3.2) - 32 7
(95.4) — L (95.4) (52.9) (148.3)
3.8 — (3.8) — (3.8)
220.7 — 220.7 (1.1} 219.6
$330.7 5 — $330.7 $ (0.0) $ 330.7
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Overview : .. DR SR e

Historically, the majority of our business was concentrated in the aréa of wiréléss' netwoi"l'< serviées
and our business operated in three reportable segments: wireless network services, government network
services, and enterprise network services. In 2006, we were an independent provrder of qutsourced
engineering and network deployment services, security systems engineering and integration services and
other technical services for the wireless communications industry, the U.S. government, and enterprise
customers.

In 2006 and 2007, we undertook a transformation strategy whereby we divested our wireless-related
businesses and chose to aggressively pursue busines$ with the federal government, primarily the
U.§.'Department of Defense, through strategic acquisitions and organic growth. These divestitures and
acquisitions are described in more detail below. s

In December 2005, our Board made the decision to exit our Mexican operations’and certam of our
other deployment businesses in South America. Prior to this decision, these operations had been reported
in our Wireless Network Services segment. We determined that these operations met the criteria to'be
classified as held for sale. Accordingly, we reflected these operations as discontinued in accordance w1th
SFAS No. 144, “Accoummg for the Impairment or Disposal of Long-Lived Assets.” Qur South Amencan
deployment operations were substantially shut down as of the end of 2005. Accordingly, all results for these
operations for all periods presented have been reflected as discontinued.

* '
- [

On February 17, 2006, we entered into a definitive agree‘ment to divest all of our operation's in Mekibo
for total approximate cash consideration of $18.0 mitlion, which approximated the net book value of-the
operations, including $13.2 million of liabilities associated with a loss contingency. The transaction closed
on March 10, 2006. The transaction was structured as a sale of our subsidiaries in Mexico, and thé . .
purchase price consisted of $1.5 million in cash paid on February 17, 2006, plus a secured promissory note
payable in installments through December 31, 2006. The note was secured by pledges of assets and a-

" personal guaranty. . . we bl

The final closing balance sheet as of February 17, 2006 resulted in net asset adjustments aggregatmg
to a total approxrmate $18.9 million consideration, $1.5 million which was paid on February 17 "006 with
the remaining $17.4 million payable by means of the promissory note in installments through ** " ™
December 31, 2006 with an interest rate of 7.5% per annum. On June 26, 2006, the Company cmered into
an Addendum with the buyer to finalize the closing net asset calculations, pursuant to which the parties
agreed that the resulting total purchase price was $18.9 million. The Addendum provided for a conditional
waiver that permitted the purchaser to make the payment du¢ on August 17, 2006 by September 30, 2006,
and for the installments due on November 17, 2006 and December 31, 2006 to be made on or beforer
December 29, 2006. Failure to make the payments on such later dates would have resulted in a restoration
of the original terms of the note. The first scheduled note payment of $3.3 million was received from the
buyer on May 19, 2006, and the second scheduled note payment of $5.5 million was received in
installments of $5.2 million on September 29, 2006 and $0.3 million on October 10, 2006. The remaining
note receivable balance of §9.5 million was paid in December 2006. No amounts remain outstandmg on the

e et

note receivable, . . N . N

[l

The purchaser, Sakoki LL.C, was a newly-formed entity control]ed by Massih Tayebi. Although MaSSlh
Tayebi has no current role with us, he was one of our co- founders and served as our Chief E.xecutwc
Officer from inception in 1994 through September 2000, and as a director from inception through '
April 2002. In addition, as of July 31, 2007, Massih Tayebi owns or controls approxrmate.y 8.2% of the total
voting power of our capital stock. He is also the brother of Masood Tayebi, who was the Chairman of
our Board at the time of this transaction. Masood Tayebi is no longer on our Board and had no personal
fi nancral interest in the transaction and no role with the entity that purchased the Mex1co operations. .

oo e o .oV
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On-October:2, 2006, pursuant to a merger agreement, dated+as of August 8, 2006, we consummated
the acquisition of MRG for $69.0 million in cash, subject to an adjustment paid in April 2007 based on the
closing final net:asset value which was approximately $4.6 million resulting in a total purchase price of
approximately $73.8 million which includes transaction costs of $0.2 million. Ten percent of the purchase
price before adjustment, or $6.9 million, was being withheld as security for satisfaction of certain
indemnification obligations and payable.over eighteen months following the closing date of the merger
pursuant to the terms of the merger agreement. In April 2007, $4.6 miilion of working capital adjustments
and approximately $1.5 million, of the holdback was released and paid to the former shareholders of MRC.
The acquisition was funded by cash on hand and cash from our $85 milljon Credit Facility with Key Bank
National Association. ., '

The MRC acquisition is being accounted for using the purchase method of accounting in accordance
with Statement of Financial Accounting Standards No. 141, “Business Combinations” (“SFAS 1417}, « -
whereby the total cost'of the acquisition has been allocated to tangible and intangible assets acquired and
liabilities assumed based upon a determination of fair-values at the effective date of the acquisition. A
valuation was performed by an independent appraiser to finalize the purchase price allocation based upon
the fair value.of the assets and liabilities,acquired and the details of this valuation are included in Note 6 of
our Consolidated Financial Statements. A ‘ ’ )

~ On Detember 28, 2006, our Board approved a plan to divest portions of our business where critical
mass has not been achiéved. This plan involves the divestiture of the our EMEA operations and our
remaining South Amén'_can operations. The EMEA operations were sold to LCC on March 9, 2007 for $4.0
million in’cash, $3.3 rnillion of which was received on that date. We have also received approximately $1.8
million‘from our EMEA operations, prior and subsequent to the closing date as payment on outstanding
intercomipany debt. The balance of the $0.7 million sales price is being withheld as security for the
satisfaction of certain indemnification obligations and is payable on a date that is the earlier of March 31, ’
2008 or-the date that the buyer files its 10-K for the fiscal year ended December 31, 2007. All operating
results discussed ini results of 'operations relate.to our continuing operations as they existed on -
December 31, 2006. o o ‘ :

We recorded an impairment charge of $5.2 million in the fourth quarter of 2006 to reduce the current
carrying value of the South American operations to their estimated fair value based upon current
indications.of-interest. On April 20, 2007, we entered into an Equity Purchase Agrcement to sell all of the
issued and outstanding equity of its interests of our wholly-owned subsidiary WF1 de Brazil Techlogia en
Telecomunicaciones L.TDA, to Strategic Project Services, LLC (SPS). The consideration included the
assumption of substantially all outstanding liabilities of WF! Brazil, nominal cash consideration, and
additional earn-out consideration based on 25 percent of net receivables collected subsequent to the
ctosing date. We do not currently anticipate that the impairment charges recorded in the fourth quarter-of
2006 will result in any material net flutuge cash expenditures.

On April 20, 2007, we entered into,an Equity Purchase Agreement (the “Purchase Agreement”) to
sell all of the issued and outstanding equity interests of our wholly-owned subsidiary WFI de Brasil
Techologia em Telecomunicaciones LTDA, a company limited by shares formed under the laws of the
Brazil (“WFI Brazil"?), to Strategic Project Services, LLC, a Louisiana limited liability company (“SPS”).
Pursuant to the Purchase Agreement, we received the following consideration:

« SPS'assumed substantially all outstanding liabilities of WFI Brazil;

'
+

» Nominal! cash consideration on signing of the Purchase Agreement;

» Following the sale of WFI Brazil to SPS, we are entitled to receive 25% of the Net Receivables of
WFI Brazil until such time as the gross account receivables set forth in the financials of WF1 Brazil at
Closing are fully paid (the “Earm Out”). SPS shall pay the Earn Qut portion of the Net Receivables to us
within 15 days of SPS’ collection of such amount; and
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- [f the-Working Capital left in WFI Brazil at Closing is less than $1.2 million; then SPS shall be
entitled to apply such payments due us pursuant to the Earn Out to the Working Capital account, until it
equals $1.2 million. Thereafter, such Earn Qut amounts shall be paid to us into such accounts or to such
‘entities as directed in writing by WFI. . S : .

On May 29, 2007, we entered into'an Asset Purchase Agreement (the “Engineering Divestiture
Agreement”) with LCC pursuant to which we agreed to sell to LCC all of the assets used in the conduct of '
the operation of our Enginecering services business of our wireless network services segment that provides
engineering services to the non-government wireless communications industry in the United States on the
terms set forth in the Engineering Divestiture Agreement. The aggregate consideration in connection with
the Engineering Divestiture Agreement was $46 million, subject to certain adjustments. Pursuant to the
terms of the Acquisition Agreement, LCC delivered a subordinated promissory note for the principal
amount of $21.6 miltion (the “Subordinated Promissory Note™), subject to working capital adjustments, and
paid $17 million in cash and at the closing, and we have retained an estimated $7 million in net accounts
receivable of the divested business, subject to working capital adjustments. The transaction was completed
on June 4,.2007. : .

On July 35,2007, we announced that we sold the $21 6 million Subordmated Promlssory Note ina
transaction arranged by KeyBanc Capital Markets (“KeyBanc™). We received approximately $19.6 million
in net cash proceeds, reflecting a discount from par value of less than five percent and aggregate
transaction fees of approximately $1 million, which includes a $0.75 million fee to KeyBanc, an affiliate of .
our lender, The note was acquired by a fund affiliated with Silver Point Capital, L.P. (“Silver Point”). We
did not provide any guaranty for LCC’s payment obligations. Certain post closing adjustments that, under
the terms of the Engineering Divesture Agreement were expected to be made to the principal amount of
the Subordinated Promissory Note, may mstead be made by payments between us and LCC, or between
Silver Point and us, as applicable. .

On August 10, 2007, in accordance with the terms of the Engineering Divestiture Agreement we
provided the closing balance sheet working capital calculation, which indicated a $2.6 million working
capital adjustment was due to us as an increase to the balance of the Subordinated Promissory Note. LCC
has untit September 10, 2007 to review the calculation and notify us of any dispute.

As a result of the divestitures of the U.S. Wireless Engineering and U.S. Wireless Deployment
businesses, the Company expects to record a loss of approximately $8 to $10 million in the second and
third quarters of 2007.

On July 9,2007, we entered into a definitive agreement with an affiliate of Platinum Equity to sell our
Deployment services business of our wireless network services segment (the “Deployment Divestiture
Agreement”). Platinum is a Los Angeles-based private equity firm whose portfolio includes service and
distribution businesses in a number of market sectors. .

The total consideration payable to us under the Deployment Divestiture Agreement is $24 million
including $18 million in cash at closing, subject to typical post closing working capital adjustments, and an
aggregate $6 million in a three-year earn-out arrangement through 2010. The deal includes a Transition -
Szrvices Agreement for the transition of certain services for a period of six months. The assets sold to
Platinum Equity include all of our Wireless Deployment business, and the Wircless Facilities name. The
transaction closed on July 24, 2007.

As of December 31, 2006, prior to the divestiture of our historical businesses, we considered the
following factors to be important in understanding its financial statements.
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Our WNS contracts are primarily fixed-price contracts whereby revenue is recognized using the
percentage-of-completion method of accounting under the provisions of Statement of Position (SOP) 81-1,
“Accounting for Performance of Construction Type and Certain Production Type Contracts.” For
contracts offered on a time and material basis, we recognize revenues as services are performed. We
typically charge a fixed monthly fee for ongoing radio frequency optimization and network operations and
maintenance services. With respect to these services, we recognize revenue as services are performed. Our
Government Network Services business with the U.S. government and prime contractors is generally
performed under cost reimbursable, fixed-price or time and materials contracts. Cost reimbursable
contracts for the government provide for reimbursement of costs plus the payment of a fee. Some cost
reimbursable contracts include incentive fees that are awarded based on performance on the contract.
Under fixed-price contracts, we agree to perform certain work for a fixed price.-Under time and materials
contracts, we are reimbursed for labor hours at negotiated hourly billing rates and reimbursed for travel
and other direct expenses at actual costs plus applied general and administrative expenses.

Cost of revenues includes direct compensation, living, travel and benefit expenses for project-related
personnel, payments to third-party sub-contractors, project-related incentive compensation based upon the
successful achievement of certain project performance gbals, allocation of corporate overhead costs of
expendable computer software and equipment, and other direct project-related expenses. Direct 7
compensation and benefits are computed based on standard costs and actual hours billed. We review and
adjust these standard costs periodically to ensure they are comparable to actual costs.

Selling, genérdi and administrative expenses include compensation and benefits for corporate service
employees and similar costs for bitlable employees whose time and expenses cannot be assigned toa
project (underutilization costs), expendable, computer software and equipment, facilities expenses and
other operating expenses not directly related and/or allocated to projects. General and administrative costs
include all corporate and administrative functions that support existing operations and provide
infrastructure to facilitate our future growth. Additionally, our sales personnel and senior corporate
executives have, as part of their compensation packages, periodic and annual bonus/commission incentives
based on the attainment of specified performance goals. ' ' '

We consider the following factors when determining if collection of a receivable is reasonably assured;
comprehensive collection history; results of our communications with customers; the current financial
position of the customer; and the relevant economic conditions in the customer’s country. If we have had
no prior experience with the customer, we review reports from various credit organizations to ensure that
the customer has a history of paying its creditors in a reliable and effective manner. If the financial
condition of our customers were to deteriorate, and adversely affect their financial ability to make
payments, additional allowances would be required. Additionally, on certain contracts whereby we
perform services for a prime/general contractor, a specified percentage of the invoiced trade accounts
receivable may be retained by the customer until we complete the project. We periodically review all
retainages for collectibility and record allowances for doubtful accounts when deemed appropriate, based
on our assessment of the associated risks. Total retainages included in accounts receivable-weré
approximately $1.2 million at December 31; 2006. In addition, $0.2'million of retainages that are expected’
to be paid after 2007 are included in othér assets (long term). ' B ' . -

Management currently considers the following events, trends and uncertainties to be important to
understanding its financial condition and operating performance: ) -

We believe that our Government Network Services segment will build and expand our customer
relationships within. the U.S. Departments of Defense and Homeland Security by taking advantage of the' .
significant opportunities for companies with substantial expertise in wireless network engineering and
communications technology. We believe we will experience continued growth in revenues and operating
income from this operating segment, The .ac‘:ql'li_sition of MRC on October 2, 2006 provides us with
expanded presence in Huntsville Alabama which is a key strategic military location for this segment. MRC
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offers a broad range of technical, engineering and IT solutions, and has developed core competencies.in
wedapons system lifecycle support, integrated logistics, test and evaluation, commercial-off-the-shelf
software and hardware selection and implementation, software development and systems lifecycle -
maintenance. The results of operations of MRC have been included in our consol:dated results beginning
from the closing date of October 2, 2006. : : S

-+ Our restructuring assessments which occurred in the fourth quarter of 2006 included a critical review
of our ENS'segment to take into consideration the overall Enterprise related industry and market -
opportunities as well as the‘management and performance setbacks that occurred in this segment during
2006. As a result of this analysis we have made the decision to change our strategy related to ENS, by -
focusing primarily on areas we have significant existing expertise, qualifications and relationships. For
exdmple we beliéve our expertise and overall qualifications provide a clear competitive differentiator on
projects related to physical and other types of security system integrations at Department of Defense -
Military Bases, production facilities, and other state, local and municipal government 1ocations.

' Qur annual impairment test of goodwill resulted in a non-cash impairment charge of $18.3 million for
thé write-down of goodwill related to acquisitions previously made in our ENS business. The fair value of -
goodwrll was estimated by using a combination of a discounted cash flow model and a market approach
model which takes into consideration recent and expected future pérformance as well as comparable

"businesses and market transactions.

As of December 31, 2006, our annual effective tax rate was a negative 45% for the year ending
December 31, 2006 which resulted in tax expense of $14.5 million on a loss before income taxes of *
$32.2 niillion. The rate differs from the federal and state statutory rates primarily due to a vatuation
allowance recorded as a result of the operating losses of $32.2 million recorded for the year and the book
impairment of goodwrll whrch is not deductible for tax purposes. '

Results of Operations  + - . a
Comparison of Results for the Year Ended December 31, 2005 to the Year E'nded'December‘?sl 2006

Revenues. Revenues by operatmg segment for the years ended December 31 2005 and 2006 are as
follows (in mrllrons)

R S - 2008 . 2006 - $ change % change - -

. Wireless Network Services. .. .......cooviiiinn. e, . $1854 $1747  $(10.7) (5.8)%
Enterprise Network Services :.......0.......c..... 673 556 (117)  (74)%
Government Network Services .............. e . 850 97.5 125 14.7%

. TOtAl FEVEIUES . v v ev e e eee e e U$3377 $3278  $ (99) (2 9% - -

The $9. 9 million reductlon in revenues was a result of reduced TEVENUES in the WNS segment of .

$10 7 mtlllon which was primarily attributable to the impact of the merger of Western Wireless and Alltel
offset in part by increased revenues from Sprint. Also contributing to this decrease was reduced revenue in
the ENS segment of $11.7 million which was negatively impacted by significant employee turnover, '
particularly management sales and business development personnel, that occurred in our Atlanta and.
Houston offices followirig the completion of the three year acquisition earn-out perlod% at the beginning of
2006. These decreases were partially offset by increased revenue in the Government Network Services
segment as a result of the acquisition of MRC in the fourth quarter of 2006, which contributed

$17.6 million in revenues in 2006, offset partially by decreases due to program delays and program
reductions from two of our DOD Customers.

Cost of Revenues. Cost of revenues increased $12.9 million or 4.9% from $261.4 million for the year
ended December 31, 2005 to $274.3 million for the year ended December 31, 2006. The increase was
primarily attributable to cost of revenues of approxrmately $14.6 million related to the MRC acquisition.
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Gross margin during the year-ended December 31; 2006 of 16.3% decreased from a 2005 gross margin of
22.6%. The overall decrease in gross margin percentage is primarily attributable to'a stock-based
compensation expense of $4.1 million in 2006 related to the Company’s adoption of SFAS No. 123(R) in
January 2006, compared to $1.3 million, net of payroll tax adjustments, in 2005, as well as due to pricing
pressure experienced in our legacy RF business in our WNS sector. In addition, gross margins have been
negatively impacted by a large national deployment program for which we are building various cellular site
networks in various regions throughout the United States for a wireless carrier under which the customer is
issuing purchase orders for each separate phase of the project, rather than the entire project, resulting in
our recording zero profit margin or below. the anticipated projected margin at completion on the projects.
We will not record the anticipated profit margin on the project until we receive the.requisite purchase
orders from the customer. In addition, gross margins were negatively impacted by cost overruns in the ENS
sector as a result of employee and management turnover that occurred following the completion of the
earn-out periods in early 2006. R . ‘

Selling, General and Administrative Expenses. - -Selling, general and administrative expenses increased
2.4% from $61.5 million to $63.0 million for the years ended December 31, 2005 and 2006, respectively. As
a percentage.of revenues, selling, general and administrative increased from 18.2% in 2005 to 19.2% in
2006. The increase of $1.5 million is primarily due:to the cost of stock-based compensation which was
$7.5 million in'2006 or 2.3% of revenues versus $0.8 million, net of related tax adjustments, in 2005 or -

" 0.2% of revenues partially offset by a reduction in consulting fees. Excluding the stock-based compensation
expense, SG&Ardecreased from $60.7 million in"2005 to $55.5 million in 2006.

ContmgemAcqu:srrwn Consideration'and Restatement Fees. In September 2004, we amended the
purchase agreements related to two of the companies acquired in our ENS segment in 2003 to more
accurately reflect the intent of the' transacnons resultmg in a rescission of the continuous employmem
clauses from the earn-out arrangements for whlch we recorded a $12.4 million accrual at that time. In
September 2005 weé reduced $2.5 million of our contingent acqursrtlon earn-out accruals that was
determined to be excess based on the projected performance of the division compared to the minimum
performance targets as defined in the earn-out arrangements. In December 2005, we increased our
contingent acquisition earn-out accruals by $0.4 m1llron to reflect the financial performance of one of the
acquired entities that exceeded its previously projected performance. We had $0.1 million in expense
associated with contingent acquisition consideration based upon the final payments on the'se agreements
in 2006.

Impairment and Restructuring Charges. During 2006, the Company recorded $21.8 million in
impairment and restructuring charges as a result of a change in strategic focus of our ENS segment and a
consolidation of the Company’s headquarter facilities, which included $18.3 million for goodwill
impairment related to acquisitions made in the ENS segment. This was due in part to changes in the
industry and the strategic focus of the Company, the impact of recent and future expected operating
performance, as well as operational challenges from significant employee turnover that we encountered
after the completion of the earn-out periods'in early 2006. The balance of the charge was related to an
asset impairment of approximately $1.8 million, an unuséd facility charge of approximately $1.4 million
related to facilities consolidation and severance-costs associated with restructuring activities of
approximately $0:3'million. No impairment or restructuring charges were incurred i in 2005:

A

Other Income (Expense), Net. For the year ended December 31, 2005 net other income was
$0.3 million compared to net other expense of ($0.8) million for the year ended December 31, 2006. The
increase in net other expense of $1.1 million was primarily due’to the interest that was incurred on the Key
Bank Credit facility as a-result of the MRC acqu:smon partmlly offset by the interest-income earned on the
Note Receivable for the sale of Mexico. -

Provision (beneﬁr) for Income Taxes. Our effectwe income tax rate for the year ended December 31,
2005 represented a 28.7% income ‘tax provision compared to a negative 45% income tax provision for the
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year ended December 31, 2006. The tax 'provision of $5.9 million for-the year ended December 31, 2005 -
included a decrease to the valuation allowance on deferred tax assets based upon the Company’s
projections in 2005 of estimated taxable income for 2006, including the reversal of temporary differences.
The reduction in the valuation allowance was primarily a result of our projected forecasts of 2006 taxable
income, the estimated timing of reversal of temporary differences and the expected utilization of net
operating loss carryforwards. In 2006, the income tax expense of $14.5 million is a result of an increase in
our valuation allowance for deferred tax assets.

- Income (Loss) from Discontinued Operations. Loss from discontinued operations increased from a
loss of $9.7 million in 2005 to a loss of $11.2 million during 2006. Included in the loss from discontinued
operations of $9.7 million for the year ended December 31, 2005 is an approximdte $5.0 million charge
related to a write off of unrecoverable contract costs incurred on sites we were building for our customers
~ in Mexico and South America which were cancelled prior to the completion of the sites. Although we were
under contractual arrangement with these customers to build these sites, these costs were contractually
unrzcoverable from our customers due to the termination clauses in the contracts, which.did not provide
for reimbursement for in process cancelled sites, unless agreed upon by the customer. Also included in our
loss from discontinued operation in 2005 is an impairment charge of $0.9 million related to accumulated
foreign currency translation losses as well as a $4.4 million valuation allowance established against the
deferred tax assets of our discontinued operations. Included in the loss from discontinued operations of | |
$11.2 million for the year ended December 31, 2006 is an impairment charge of approximately $5.2 million
to reduce the current carrying value of the South American operations to their estimated fair value based
upon current indications of interest. Also included in our loss from discontinued operations in 2006 is an
impairment charge of $1.7 million related to accumulated forelgn currency translation losses. Revenués
gereratéd by our dlscontmued South American operations were $52.6 miilion in 2005 and $10.0 million in
2006. The reduction in revenues in 2006 from 2005 reflects the sale of our Latin American operations in
February 2006. Revenues generated by our dlscontmued EMEA operatlons were $27 1 million in 2005 and
$17.0 million in 2006.

Comparison of Results for the Year Ended December 31, 2004 to _the Year Ended December 31, 2005

" Revenues. Revenues by operating segment for the yeafs ended December 31, 2004 and 2005 are as
follows (in millions): . .

2004 2005 §change % change
Wireless Network Services. . ........ooiiiiiaane. $1793 $1854. % 6.1 3.4%
Enterprise Network Services ........... e . 653 67.3 2.0 31% ¢
Government Network Services .............. e © 516 85.0 334 647% |
TOtal TEVENUES ... o\\ ' seeseesseaeneseenenen, , $2962  $337.7. $4LS | - 14.0%

Revenues increased 14.0% from $296.2 million for the year ended December 31, 2004 to ,
$337.7 million for the year ended December 31, 2005. The $41.5 million increase was attributable to
internal growth across each of our operating segments as well as due to our acquisition of TLA in
January 2005. The acquisition of TLA that we made in 2005 resulted in $28.6 million of increased revenues
in our Government Network Services segment.

Cost of Revenues.. Cost of revenues increased 15.3% from $226.8 million for the year ended
December 31, 2004 to $261.4 million for the year ended December 31, 2005 primarily due to the
corresponding increase in total revenues as well due to a reduction of previously recorded payroll tax -
adjustments of $7.5 million in 2004 related to stock-based compensation expense recorded in years 2000
through 2003. The i increase in cost of revenues during the 2005 period attributable to acquisitions was
approx1mately $20.8 million. Gross margin during the year ended December 31, 2005 of 22.6% of total
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revenues decreased from 2004 gross margin of 23.4% of total revenues. Excluding the impact of the

$7.5 million of the reduction of the previously recorded tax adjustments in 2004, gross margin increased
from 20.9% in 2004 to 22.6% in 2005. The change between in gross margin from 2004 excluding the tax
related reduction is primarily attributable to a gross margin reduction of $9.8 million in 2004 resulting from
increases in estimated costs for contracts signed in 2003. . :

Selling, General and Administrative Expenses.  Selling, general and administrative expenses increased
23.2% from $49.9 million to $61.5 million for the years ended December 31, 2004 and 2005, respectively.
As a percentage of revenues, selling, general and administrative expenses increased from 16.8% of
revenues in 2004 and 18.2% of revenues in-2005. The increase in SG&A expenses from 2004 to' 2005 was in
part related to the SG&A from the TLA acquisition in 2005 as well as due toa reduction of previously

.recorded payroll tax adjustments of $3.9 million in 2004 related to stock-based compensation expense
recorded in years 2000 through 2003. In addition, the Company experienced increased accounting and
contract administration costs in 2005 primarily incurred due to changes we have made related to
compliance with the Sarbanes Oxley Act and increased infrastructure costs necessary to support the
revenue growth. . . .

Contingent Acquisition Consideration and Restatement Fees. In September 2004, we amended the
purchase agreements related to two of the companies acquired in our ENS segment in 2003 to more
accurately reflect the intent of the transactions, resulting in a rescission of the continuous employment
clauses from the earn-out arrangements. These amendments constituted a triggering event which resulted
in a one-time charge of $12.4 million in the third quarter of 2004. In addition, the Company incurred
approximately $1.5 million of costs related to the restatement of its financial statements during the
third quarter of 2004, primarily due to Jegal and accounting fees incurred. In September 20053, we
reduced $2.5 miliion of our contingent acquisition earn-out accruals that was determined to be excess
based on the projected performance of the division compared to the minimum performance-targets as
defined in the earn-out arrangements.

In December 2005, we increased our contingent acquisition earn-out accruals by $0.4 million, to
reflect the financial performance of one of the acquired entities that exceeded its previously projected -
performance. ‘

Other Income (Expense), Net. For the year ended December 31, 2004, net other expense was
$2.8 million compared to net other income of $0.3 million for the year ended December 31, 2005. The
decrease in'expense of $3.1 million was attributable to an impairment charge of $3.1 million recorded in
2004 related to our investment in a privately held company.

Provision (benefit) for Income Taxes. Qur effective income tax rate for the year ended December 31,
2004 represented a 22.2% income tax benefit compared to a 28.7% income tax provision for the year
ended December 31, 2005, The tax provision of $5.9 million for the year ended December 31, 2005
included a decrease to the valuation allowance on deferred tax assets based upon the Company’s . .
projections of taxable income for 2006, including the reversal of temporary differences. The reduction in
the valuation allowance was primarily a result of our projected forecasts of 2006 taxable income, the |
estimated timing of reversal of temporary differences and the expected utilization of net operating loss

carryforwards.

Income (Loss) from Discontinued Operations. Income (loss) from discontinued operations decreased
from income of $11.6 million in 2004 to a loss of $9.7 million during 2005. Included in the income from '
discontinued operations for the year ended December 31, 2004, is an asset impairment charge of
$0.4 miltion and a $1.7 million charge for estimated employee termination costs related to our Scandinavia
operations as well as income from discontinued operations for our Mexico operations of $11.8 million.
There was no tax benefit provided for the Scandinavia net operating losses due to no estimated future -
realizability of tax assets. Included in the loss from discontinued operations of $9.7 million for the year
ended December 31, 2005 is an approximate $5.0 million of a write off of unrecoverable contract costs
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incurred on sites we were building for our customers in Mexico and South America which were cancelled
prior to the ‘completion of the sites. Although we were under contractual arrangement with these
customers to build these sites, these costs were contractually unrecoverable from our customers due to the
termination clauses in the contracts, which do not provide for reimbursement for in process cancelled sites,
unless agreed upon by the customer. Also included in‘our loss from discontinued operation'in 2005 is an
impairment charge of $0.9 million related to accumulated foreign currency translation losses as well as a
$3.4 million valuation allowance established against the deferred tax assets of our discontinued operations.
Revenues generated by our discontinued Latin and South American operations were $52.6 million in 2005
compared to $66.0 million in 2004, Revenues generated by our discontinued EMEA operations were
$34.8 million i in 2004 and $27 1. million in 2005. o . . -
T ' 1 . H T . ' O

qumgi:t)’ and Cag:lal Resomj'ces R . ‘
Overview -1: - et o oo o

Stratégy.  We seck to'allocate our available capital among the investment alternatives that we bellevé
exhibit sufficient potential to achieve acceptable risk-adjusted returns. As such, we may continue to:

(1) maKe investménts in businesses that we believe are complimentary to-our Government Network
‘Services segment when the expected rerums from such mvestments meet our investmént return
;- cnterla st

“(2) dlvest addmonal assets as we contmue to assess and prlormze our future business opportunities
for cnt\cal mass, and ability for long term sustained and predlctable profitability to raise capital
for ‘our strategic initiatives and to reduce interest expense and improve profltablhty through the

, reductlon of debt

Our goal is, to maximize long -term net cash from operatmg activities and fund all non-dlscretlonary
capital spending and debt service from our operating cash flow, without reliance on additional borrowing. .
However, due to risk factors, including those set forth herein and in “ltrem [A. Risk Factors” there can be
no assurance that this will be possible. We may. also incur additional debt to fund dlscretlonary mvestments
or to meet workmg capltal requirements. We expéct that the majority of our dnscretlonary investments will
occur in connection with acquisitions like the MRC which occurred in the fourth guarter of 2006. Our
long-term business strategy may be influencéd over the near term as a result of the debt financing of the
MRC acquisition and workmg capital requnrements which are a result of the timing of achlevmg mllestones
or our turnkey deployment projects in the Wireless Network Services segment

Liquidity Position.  As of December 31, 2006 we had consolidated cash and cash equlvalents of
$5.4 million (exclusive of restricted cash of $1.0 million), consolidated long-term and short-term debt of
$21.5 million, and consolidated stockholders equity of $187.1 million. As of March 30, 2007 the Company
was in technical default with its credit agreement with Key Bank as it had not yet filed its Form 10-K and
2006 audited financials: On April 6, 2007 the Compariy entered into an amendment to the credit
agreeinent whereby Key Bank waived this technical default and provided an extension through April 30,
2007 for'filing our 10-K and 2006 audited financial statements. On June 1, 2007, the Company entered into
a second amendment to the credit agreement whereby Key Bank extended thé original waivert for filing our
10-K and 2006 audited financial statements and the quarterly unaudited financial statements for the fiscal
quarters ended March 31,.2007 and June 30, 2007 through September 30, 2007 and reduced the total
Facility to-$50 million to reflect the net pay downs of the revolving line of credit reflecting the divestiture
of our EMEA ‘business in March 2007 and the divesture of our domestic Engineering business. In addition,
the second amendment.provides for the further.reduction of our credit facility to $35 million effective
upon receipt of principal payments under the note.received from the buyer of the domestic engineering
business, which occurred on July 3, 2007, As of September 6, 2007, we had consolidated cash and cash
equivalents of approximately $10.4 million and consolidated long-term and short-term' debt of $2.0 million.

4 rd
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Net Cash from Operations

Our operating cash flow is used to finance trade accounts receivable, fund capital expenditures, and
make selective acquisitions. Financing trade accounts receivable is necessary because, on average, our
customers do not pay us as quickly as we pay our vendors and employees for their goods and services. Cash
from continuing operations is primarily derived from our, customer contracts in progress and associated
changes in working capital components. A summary of our net cash provided by operating activities from
continuing operations from our consolidated statement of cash flows is as follows (in millions): .

Years Ended

December 31,
2004 2005 2006
. : . (Restated)'  (Restated)
Net cash provided by operating activities of continuing operations 831 $142  $21

. Cash provided by operating activities for continuing operations for 2006 decreased by $12.1 million
from 2005 primarily due to the timing of payments to our suppliers, which did not correspond with the -
achievement of certain construction milestones on our large turnkey deployment projects in accordance
with contractual terms. This resulted in an increase in our days sales outstanding (DSO) from 105 for the
quarter ended December 31, 2005 to 112 for the quarter ended Decemiber 31, 2006. - :

Cash used in investing activities from continuing operations are summarized as follows (in millions):

2004 2005 2006
Investing activities: .
_ Sale/maturity of short-term investments .. .............oohunee $275. § 76 §  —.
. Cash paid for contingent acquisition consideration............. (83) (17.1) (8.5)
Cash paid for acquisitions, net of cash acquired. ............... (33.9) (336) (59.1)
Proceeds from the disposition of discontinued operations. ... ... — — 18.9
Cash transferred to restricted cash. .. ....... 0.0 — — (1.0)
Investment in unconsolidated subsidiary. ................ ... (1.0) —

Capital expenditures. .. .. SV S T ' (50) . (69 _ (Y

' Net cash used in investing activities from continuing . ‘
OPETAtIONS. . .. v e eveeenreenenanrainneieeneee e $(40.7) $(50.0) $(56.8)

Cash paid for acquisitions and contingent acquisition consideration accounted for the most significant
outlays for investing activities in cach of the three years from 2004 to 2006 as a result of the' '
implementation of our strategies to diversify our business while focusing on our core competencies.’

In 2006, we acquired MRC and paid the final amounts due for contingent acquisition consideration
related to the companies acquired in our ENS segment. Refer to Note 6 of our Consolidated Financial

Statements.

Investing activities in 2006 also included proceeds of $18.9 million related to the sale of our Mexican
subsidiary. Refer to Note 4 of our Consolidated Financial Statements.

Capital expenditures consist primarily of investment in field equipment, computer hardware and” -~
software and improvement of our physical properties in order to maintain suitable conditions to conduct
our business. :
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Cash provided by financing activities from continuing operations are summarized as follows (in millions):

© 2004 2005 2006’

Fmancmg activities: '
: Proceeds from issuance of common stock......% ..ol $73 $26 $ 05
.Proceeds from issuance of common stock under employee stock ' ‘
purchaseplan............... el 3423 —
Borrowings under line of cred:t ............. PP e — — 850
Repayment under line of credit. . ................. P — — (340)
Repayment of capital lease obligations . ........................ (0.5 (04) (0.3

Net cash provided by fmancmg activities. ................... $102 $45 $51.2

LI + iy N L o, .

In 2005, we entered into a $15 million credit facility with KeyBank National Association (“KeyBank™)
for general working capital requirements and to fund future acquisitions. We did nét draw on this facility
until 2006 and in October of 2006 we replaced this facnhty wnh an.$85 malhon fac1llty from KeyBank to
fund the acquls1tlon of MRC., .

Proceeds from the issuance of common stock from 2004 through 2006 are related to the exercise of
employee stock options.

Cash provided by (used in) discontinued operations are summarized as follows (in millions):

. 2004 . 2005 2006
(Restated}  (Restated) - ’
Operating Cash flows. . ........oviiiiiiinieniis e $50°  $(102) $(0.8)
Investing cash flows. ..................... PR, SR U 2.9y (22)  (0.7)
Effect of exchange rates on cash and cash equwalents s (0 y 10 27
. ; Netcash flows of discontinued operatlons ............. $20 $(11.4) $1.2

Our decision to divest portions of our businéss where critical mass had not been achieved led to the
divestiture of our EMEA operations and our South American operations. We recorded a gain of
$3.3 million related to the sale of EMEA in the first quarter of 2007, the period in which the transaction
was consummated. We also recorded an impairment charge of $5.2 miltion in the fourth quarter of 2006 to
teduce the current carrying value of the South American operations to the estimated fair value based upon
current indications of interest. The divestiture in April 2007 did not result in any additional impairment

charges. -, .. - o ,

We are focused on effectively managing our overall Hquidity position by continuously monitoring
expenses, integrating effective cost savings programs and managing our accounts receivable collection
efforts. We believe that our cash and cash equivalent balances, short-term investments and our credit
facility (as discussed in Contractual Obligations and Commitments below) will be sufficient to satisfy cash
~ requirements for at least the next twelve months based ‘on the current level of operations and the
Company’s plans for future acquisitions. Although we cannot accurately anticipate the effect of inflation”
on our operations, we do not believe that inflation or foreign currency fluctuation has had, or is likely in
the foreseeable future to have, a material impact on our revenues or results of operations.

Contractual Obligations and Commitments JOff Balance Sheet Arrangements

We have no significant contractual obligations that are not fully recorded on our consolidated batance
sheets or fully disclosed in the notes to our consolidated financial statements. We have no material off-
balance sheet arrangements as defined in S-K 303(a)(4)(ii).
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In connection with our business acquisitions, we have agreed to make additional future payments to
sellers based on final purchase price adjustments and the expiration of certain indemnification obligations.
Pursuant to the provisions of SFAS No. 141, such amounts are accrued, and therefore, recorded by the
Company when the contingency is resolved beyond a reasonable doubt and, hence, the additional
consideration becomes payable. As of December 31, 2006, we had $4.6-million of working capital
adjustments, $6.9 million of holdbacks for indemnification obligations, and $0.1 million of interest accrued
for liabilities related to the MRC acquisition. In April 2007, $4.6 million of working capital adjustments
and approximately $1.5 million of the holdback amounts were paid to the former MRC shareholders in
accordance with the Purchase Agreement. The remaining $5.4 million of holdback amounts will be
released subject to indemnity rights, in installments following 12 and 18 months from the date of close.

Pursuant to the stock 'purchase agreement for acquisitions made in 2003 in our ENS segment, we were
obligated to pay additional consideration to the selling stockholders that was contingent upon the
successful achievement of specific annual earnings targets, as defined in the stock purchase agreement. As
of December 31, 2006, all earn-out performance periods ended and there is no additional contingent
consideration earned or payments due related to the ENS acquisitions.

In,connection with the Company’s acquisition of Defense Systems, Incorporated (“DSI”) in
August 2004, additional consideration of up to $3.2 million could be earned by the former major
stockholders of DSI over an 18 month. period, based upon performance milestones related to certain
specified contracts. As of December 31, 2006, the performance period had ended and no further
contingent acquisition consideration was due. Approximately $2.8 million in additional consideration had.
been earned and paid related to the contract milestones achieved by DSI.

Any amounts earned by sharcholders of acquired compariies for which there were no continuous
employment clauses will result in additional goodwill recorded fot those acquisitions when the earn-out
c0n51derat10n is earned. There was no contingent consideration in connection with the MRC acquisition,
but in connection with futuré acquisitions, we may agree to make additional payments to sellers contingent
upon achlevement of performance milestones by the acquired entities,

' - On March 16 2005, the Company entered into a credit agreement with KeyBank National Association
(“KeyBank”) to provide a $15.0 million senior credit facility. KeyBank was designated as the sole arranger
and sole book manager. The facility had a three-year term and could have been expanded to a
$60.0 million facitity. The Company used the facility for general corporate purposes and to fund
acquisitions,

On October 2, 2006, the Company entered into a new credit agreement with Key Bank to provide an
$35 million senior credit facility, which replaced the Company’s existing $15 million senior credit facility.
The facility has a 5 year term with principal due in 2011 and interest payable on a monthly basis. The
Company wrote off $0.2 million in deferred fees related to the $15 million facility and incurred $1.2 million
in fees related to the new facility which are being amortized over 5 years. At the Company’s option,
interest is payable at the London Interbank Offer Rate plus 1.75-3.50%, or at the prime rate plus 0.30-
0.75%, with either option adjusted quarterly based on the company’s total net debt-to-EBITDA ratio. The
Company has used the facility to fund its agquisition of MRC and for general corporate pUrposes.

The terms of the new credit agreement require the Company to provide certain customary covenants
for a credit agreement, including certain financial covenants, computed as defined by the terms of the
agreement. As of the date of this Report, we believe we have cured our non-compliance with the covenants
in the credit agreement requiring that we timely file our financial statements with the SEC. These financial
covenants include a maximum total net debt leverage ratio of 4.00 to 1.00, a minimum liquidity ratio of
1.35 to 1.00, and a minimum fixed charge coverage ratio of 1.10 to 1.00. The Credit Facility is secured by a
pledge of certain equity interests of certain of our subsidiaries and is collateralized by the assets of the
Company. The facility contains customary events of default, including payment defaults, breaches of
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representations and warranties, and covenant defaults. As of March 30, 2007, we were in technical default
of this agreement as we had not yet filed our 10-K and 2006 audited financials. On April 6, 2007, we
entered into an amendment to the credit agreement whereby Key Bank waived this technical default and
provided an extension through April 30, 2007 for filing our 10-K and 2006 audited financial statements. On
June 1, 2007, we entered into a second amendment to the credit agreement whereby Key Bank extended
the original waiver for filing our 10-K and 2006 audited financial statements and the quarterly unaudited
financial statements for the fiscal quarters ended March 31, 2007 and June 30, 2007 through September 30,
2007 and reduced the total Facility to $50 miliion to reflect the net pay downs of the revolving line of credit
reflecting the divestitures of our EMEA business in March 2007 and our domestic Engineering business in
Jurie 2007. In addition, the second amendment provides for the further reduction of our credit facility to-
$35 million effective upon receipt of principal payments under the note received from the buyer of the
domestic engineering business, which occurred on July 3, 2007.

The weighted average interest rate of our debt was 8.99% as of December 31, 2006. This includes $0.3-
million of financing costs related to the original and replacement of the Senior Credit Facility in the fourth
quarter of 2006. . ,

On Octaber 2, 2006, the Company acquired MRC, a privately-held technical solutions and services
company focused on advanced telecommunications programs, software and IT solutions, product solutions -
and space programs. The purchase price was approximately $73.8 million, including a working capital
adjustment of $4.6 million and transactions costs of $0.2 million. The Company paid $62.1 million at
closing and $0.2 after closing in 2006. The remaining $6.9 million was held back to secure the Company’s
indemnity rights and will be released, subject to indemnity rights, in installments following 6, 12, and 18 -
months from the date of close. The working capital adjustment of $4.6 million and $1.5 million of the
heldback was paid to the previous MRC shareholders in the second quarter of 2007. To fund the
acquisition, the Company used the new $85 million credit facility with KeyBank National Association. The
results of MRC have been included in the Company’s consolidated statements of operations for the period |
from the acquisition date of October 2, 2006 in the fourth quarter of 2006.

The following table summarizes our currently existing contractual obligations and other commitments
at December 31, 2006, and the effect such obligations could have on our liquidity and cash flow in future
periods (in millions):

Payments due/forecast by Period

Total 2007 2008-2009  2010-2011 anio.:.lz!er
Total debt, net of interest(1) ............, $ 51.0 $480 § 3.0 $ — § —
Capital leases(5). : ... oo veiveernaennnn. .. 0.4 04 0 — —
Estimated interest on debt(2) ............ 10.1, 4.0 4.8 1.3 —
Other liabilities(3)...... e 11.7 9.8 1.7 ©01 01
Purchase orders(4)...................... 9.0 9.0 — — —
Operating leases(5)......... et 20.0 5.8 9.9 3.6 .7

‘Total commitments and recorded : '
liabilities .................... .. ... $102.2 $768 $194 $ 50 $08 -

(1)} The Key Bank Line of Credit. The payments shown are our present forecast which contemblates that
we will pay off the Key Bank LOC by the due date of October 2011. See “Notes to Consolidated
Financial Statements” Note 8(a} for further details. : -

() Includes interest payments based on current interest rates for variable rate debt. See “Notes to
Consolidated Financial Statements” Note 8(a) for further details.
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(3) Primarily the obligations under the working capital adjustment clause and holdback payments related
to the acquisition of MRC. See “Notes to Consolidated Financial Statements” Note 6 for further °
details.

(4) Purchase orders include commitments in which a written purchase order has been issued to a vendor,
but the goods have not been received or services have not been performed.

(5) See “Notes to Consolidated Financial Statements” Note 9 for further details.

The Company had $3.6 million of standby letters of credit, primarily related to its workers
compensation program and performance bonds. The Company had $1.0 million in restricted cash. The
restricted cash was related to a §1.0 mitlion standby letter of credit for performance of an international
contract that we acquired with MRC. The Company has replaced thé letter of credit with one issued under
its KeyBank delhty and is in the process of getting the original letter of credit and restricted cash released

Additional information regarding our financial commitments at December 31, 2006 is provided in the
notes to our consolidated financial statements. See “Notes to Consolidated Einancial Statements,
Note 16—Commitments and Contmgenaes | . o o . Dt

Other than our normal recurring trade payables expense accruals, accrued payments related to
acquisitions, debt related to our Credit Facility and operating and capital leases which are currently
expected to be funded through existing working capital and future cash flows from operations, and the
professional fees related to our Equity Award Review, which currently aggregate approximately -
$12 million, we have no other material cash commitments. Aside from these recurring expenses, future
capital expenditures and overall expansion including potential future acquisitions, our future capital needs
will depend upon many factors, including the timing of payments under existing contracts and technology,
requirements within the wireless telecommunications industry. Other future cash requirements may .
include the payment of certain tax contingencies, as discussed in Note 16 of our consolidated financial
statements and potential future acquisitions. We continue to evaluate and use new technology including
electronic equipment and software in our business operations. Additional capital expendrtures may be
required as deemed necessary, in order to stay competitive and effectwely service our customers

Management s Discussion and Analysrs of Financial Condttmn and Results of Operatmns ( “MD&A ”)

'The MD&A below reflects the dtscussmn and analy51s of our'results of operations for the interim periods
of March, June and September of 2005 compared to the same periods of 2006, as adjusted to reflect the
restatement related to our Equity Award Review (as discussed in Note 2 to the Financial Statements). In
addition, the recent discontinuance of our international operations (our European and Brazilian .
operations) has also been reflected as discontinued operations in-all of the periods discussed.

v 4 ¥
. i

iﬁomparison of Results for the Three Months Ended March 31, 2005 to the Three Months Ended March 31; 2006

Revenues. Revenues decreased $4.9 million from $81.2 million for the quarter ended March 31, 2005
to $76.3 million for the quarter ended March 31, 2006. The decline was primarily attributed toour
Enterprise Network Services segment, primarily as a result of customer delays and the impact of personnel
rurnover and other related activities that occurred immediately following the completion of the earn—out
perrod in.one of the acquired.entities. . B :

81




Revenues by operating segment for the quarters ended March 31, 2005 and 2006 were as followq (in" .

raillions): - . e '
: 2005 2006 $ change % change
Wireless network services .......... ‘$442 3434  $(0.8) (1.8)%
Enterprise network services. ........ 171 126 (45) (263)%
Government network services. .. . ... 199 -20.3 04  20% .
Total revenues., ................ $812 §$763 $(49) (6.00%

. Cost of Revenues. Cost of revenues increased slightly from $63.2 million for the quarter ended

March 31, 2005 to $63.8 million for the quarter ended March 31, 2006. Included in the increase of cost of
revenues is $0.4 million of stock—based compensation in the first quarter of 2006 as a result of the
adoption of SFAS 123R, compared to $0.1 million of stock—based compensation expense in the first
quarter of 2005. Gross margin during the quarter ended March 31, 2006 decreased from 22:2% to 16.4% of
total revenues compared to the quarter ended March 31, 2005. The decrease-in gross margin primarily
resulted from project cost overruns and execution issues, including in particular, re—work required
because of substandard subcontract work, as well as the impact of our customers’ delayed building of .
previously scheduled sites under certain domestic deployment contracts for which we w1ll not be |
compensatcd for the impact of delays. '

]

Selling, General:and Administrative Expenses.- Selling, general and administrative expenses increased
as a percentage of revenue from 17.9% to 18.4% for the quiarters ended March 31; 2005 and 2006, = .+°
respectively, primarily due:to our adoption of SFAS No. 123R, which resulted in $0.5 million stock—based

compensation expeénse in the'first quarter of 2006, compared to $0 1 mllllon of stock——based Compensatlon
expense.recorded in 2005 = Co ~

Other Income, Net. Net other income ijen'raint;d consistent at $0.2 million for the rquart,érs errded
March 31, 2005 and 2006. ‘ B

Provision for Income Taxes. Qur effective income tax rate for the quarter ended March 31, 2005 was
a provision of 41.7% compared to a benefit of 27.1% for the quarter ended March 31, 2006. The effective
tax benefit rate for the quarter ended March 31, 2006 is lower than federal and state-statutory rates :
pnmarrly due to nondeductible permanent tax items which were more than offset by the realization,of tax,
expense through the i mcrease in our valuation ailowance and an.increase in the income tax reserve.

[r;come from Discontinued Operations. Income from discontinued operations decreased from $1f3
miillion for the three months ended March 31, 2005 to $0.2 million for the three months ended March 31,
2006. The decrease of $1.1 million resulted primarily from the wind—down of operations in the Latin
Amcrrcan operations at the end of 2005 and the sale of the Mexico operation effective on February 17

© 2006. ‘ » S : - - e - -

Campanson of Results for the Three Months Ended June 30, 2005 to the Three Mcmths Ended June 30 2006

o Revenues. Revenues decreased $4.0 million from $83.5 million for the three rnont'ns endéd June 30,
2005 to $79.5 million for the three months ended June 30, 2006. The decrease was primarily attributable to
a decrease in our Enterprise Network Services segment, primarily as a result of customer delays and the *
impact of personnel turnover and other related activities that occurred immediately following the
completion of the earn—out period in two of the acquired entities in the first quarter of 2006. The
customer delays as well as the rebuilding of the management teams did not return to normalcy until later 1 in
the second quarter of 2006, resulting in reduced revenues and operating margins for both the first and
second quarters for the Enterprise Network Services segment. :
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Revenues by operatmg segment for the three months ended June 30, 2005 and 2006 were as follows
(m millions): : .

]

20052006 $ change - %cﬁang&

 Wiréless network services ... ....... $458 $453  $(05) (L.D% o
. Enterprise network serwces.‘.', ...... 163 135 . (28),- (172)%
Government network services. . . . . .. Co214 0 207 (0D (3.3)%
Total revenues. ................. $83.5 §795  $(4.0) (4.8)%

-+ L

Cost of Revenues. Cost of revenues increased from $64.0 million for the three months ended June 30,
2005 to $64.9 million for the three months ended June 30, 2006. The increase in cost of revenues includes
an increase of $0.4 million of stock—based compensation expense in 2006. Stock—based compensation
expense increased from a net credit of $0.1 million in the second quarter of 2005, which reflected the net
reduction of previously recorded payroll tax contingencies related to stock—based compensation, to $0.3
million in the second quarter of 2006 as a result of the Company’s adoption of SFAS 123R in 2006. Gross
margin during the three months ended June 30, 2006 decreased from 23.3% in the second quarter of 2005
to 18.4%. The decrease in gross margin primarily resulted from the impact of competitive pricing pressures
that we were experiencing in our legacy Radio Frequency enginecring business in the U.S., as well as the
impact of a large national deployment program which we were recording a zero pI’Oflt margin since we had |
not yet received the requisite purchase orders from our customer to record the annc:pated proflt margin
on the project. y

Selling, General and Administrative Expenses.. Selling, general and administrative expenses decreased
from $15.4 million in the three months ended June 30, 2005 to $13.8 million in the three months ended
June 30, 2006. Included in thé second quarter 2006 SG&A is $0.5 million stock—based compensation -
expense resulting from our'adoption of SFAS-No. 123R. This was compared to a net credit of $0.1 million'
stock—based compensation expense recorded in 2005, reflecting a net reduction of previously recorded .
payroll tax contingencies related to stock—based compensation. Included in the second quarter of 2005
SG&A is approximately $1.0 million of professional fees primarily refated to our 2005 annual audit and .
compliance with Sarbanes Oxley. The remaining reduction year over year is a result of cost reduction
measures we have taken in 2006. . . -

Other Income (Expense),'Net. For the three months ended June 30, 2005, net other expense was $0
compared to net other income of $0.2 million for the three months ended June 30, 2006. The income for-
the three months ended June-30, 2006 was primarily attributable to the-interest income on the Note -
Receivable relating to the sale of our Mexican submdlary offset by interest expense for the borrowmgs on
the Line.of Credit. ‘ C

Provision(Benefit) for Income Taxes. Our effective income tax rate for the three months ended
June 30,:2005 was 35% compared to a provision of 40% for the'three months ended June 30, 2006.

Income (loss) from Discontinued Operations. . Income (loss) from dlscontmued operatlons decreased
from income of $0.9 million for the three months énded Juné 30, 2005 to a loss of $1.3 million for the three
months ended June 30, 2006. The decrease of $2.2 million resulted from the wind—down of operations in
the Latin American operations at the end of 2005 and the sale of the Mexico operatlon effectlve on.

Fzbruary 17, 2006, - : - : o
' H
Comparison of Results for the Three Months Ended September 30, 2005 to. the Three Months Ended
September 30, 2006 . '

 Revenues. Revenues decreased $8.8 million from-$86.7 million for the three months ended
September 30, 2005 to $77.9 mitlion for the three months ended September 30, 2006. The $8.8 million. . -
decrease was attributable to a decline of $8.2 million in our Wireless Network Services segment, primarily -
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as a result of schedule delays resulting in part from our customer’s delays of expenditures which was . °
attributed to the capital requirements to support bids in anticipation of capital funding required for the .
AWS auction in September 2006, the impact of the merger of one of our carrier customers in 2005, as well
as pricing pressures experienced in our legacy RF business in the U.S.. The reduction in our domestic
revenues was also impacted by a decline of $1.3 million in our Government Network Services business
resulting from program delays and program reductions from two of our DOD customers offset partially by
an increase of $0.7 million in our Enterprise Network Services segment.

Revenues by operating segment for the three months ended September 30, 2005 and 2006 are as
follows (in millions):

2005 2006 $change %change

Wireless network services ..i...0....  $49.2 $410 $(8.2) . (16.7)%

Enterprise network services. ... .. .. 16.1 16.8 0.7 4.3% !

-Government network services. ... ... 214 201 (L)Y (6.1)% . :
Total revenues....:............. © $86.7 $77.9 '$(88) (10.)% '

Cost of Revenues. Cost of revenues decreased from $66.1 million for the three months ended .
Septemiber 30, 2005 to $63.4 million for the three months ended September 30,'2006 primarily as a result
of the reduction in revenues. The decrease in cost of revenues includes an increase of $0.2 million of
stock—based compensation in the third quarter of 2006 as a result of the adoption of SFAS 123R,’
compared to $0.2 million of stock—based compensation expense recorded in 2005. Gross margin during
the three months ended September 30, 2006 decreased from 23.8% in the third quarter of 2005 to 18.6%.
The decrease in gross margin primarily resulted from the impact of competitive pricing pressures that we
were experiencing in our legacy Radio Frequency engineering business in the U.S. In addition, gross
margins were negatively impacted by a large national deployment program under which the customer-was

issuing purchase orders for each separate phase of the project, rather than for the entire project, resulting -

in our recording zero profit margin or below the anticipated projected margin at completion on the
projects. We have not recorded the anticipated profit margin on the project untit we receive the requisite
purchase orders from the customer.

Selling, General and Administrative Expenses.  Selling, general and administrative expenses decreased
from $15.0 million in the three months ended September 30, 2005 to $13.9 miilion in the three months
ended September 30, 2006. Included in the third quarter 2006 SG&A is $0.5 million stock—based
compensation expense resulting from our adoption of SFAS No. 123R, compared to $0.1 million of
stock—based compensation expense recorded in 2005. The reduction year over year is primarily a result of
the reduced revenue volume discussed previously as well as the impact of cost reduction measures we had
taken in 2006.

Contingent Acquisition Consideration. * Included in the third quarter 2005 operating results is'a credit
of $2 5 million resulting from the reduction of estimated earn—out consideration related to our
acquisitions of certain of the ENS companies in 2003 which had been previously accrued i m
September 2004.

1
o

Other Income (Expense), Net. For the three months ended September 30, 2005, net other expense
was $0 as compared to net other income of $0.1 million for the three months ended September 30, 2006.
The change is primarily attributable to the interest income recorded in the three months ended
September 30, 2006 on the Note Receivable relating to the sale of our Mexican subsidiary partlally offset
by interest expense for the borrowings on the Line of Credii.

Provision for Income Taxes. Our effective income tax rate for the three months ended September 30,
2005 was a provnsmn of 19 8% cornpared to a benefit of 41.7% for the three months ended. September 30,
2006. : . _ o ‘
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Loss from Discontinued Operations. , Loss from discontinued operations decreased from $1.6 million
for the three months ended September 30, 2005 to $1.2 million for the three months ended September 30,
2006. The decrease of $0.4 million resulted from the wind—down of operations in the Latin American -
operations at the end of 2005 and the sale of the Mexico operation effective on February 17, 2006.

Critical Accounting Principles and Estimates Co .. : - P
*We have identified the following critical accounting policies that affect our more €1gn1f|cant judgments
and estimates used in the preparation of our consolidated financial statements. The preparation of our
financial statements in conformity with accounting principles generally accepted in the United States of
America requires us 10 make estimates and judgments that affect the reported amounts.of assets and
liabilities, stockholders’ equity, revenues and expenses, and related disclosures of contingent assets and
liabilities. On a periodic basis, as deemed necessary, we evaluate our estimates; including those related to
revenue recognition, allowance for doubtful accounts, valuation of long-lived assets including identifiable
intangibles and goodwill, accounting for income taxes including the related valuation allowance, accruals
for partial self-insurance, contingencies and litigation and contingent acquisition consideration, We explain
these accounting policies in the notes to the audited consolidated financial statements and at relevant
sections in this discussion and analysis. These estimates are based on the information that is currently .-
available and on various other assumptions that are believed to be reasonable under the circumstances.
Actual results could vary from those estimates under dlfferent assumptions or conditions., . . -

Revenue recognition. We derive a significant percentage of our revenue from long-term contracts and

account for these contracts under the provisions of Statement of Position 81-1, “Accéunting for """ -
Performance of Construction-Type and Certain Product10n~Type Contracts”. Revenue on time and °
materials contracts is recognized as services are rendered at contracted labor rates plus material and other
direct costs incurred. The portion of our revenue derived from fixed-price contracts accounted for = *
approximately 64.3% of our revenues for 2006. Revenue on fixed-price contracts is recognized using the
percentage-of-completion method based on the ratio of total costs incurred to date ‘comparéd to estimated
total costs to complete the contract. Estimates of costs to complete include material, direct labor, oo
overhead, and allowable general and administrative expenses for our government contracts. These cost
estimates are reviewed and, if necessary, revised monthly on a contract-by-contract basis. If, as a result of
this review, we determine that a loss on a contract is probable, then the full amount of estimated loss is
charged to operations in the period it is determined that it is probable a loss will be realized from the full
performance of the contract. In certain instances in which it is impractical to estimate the final outcome of,
the project margin, but it is certain that we will not incur a loss on the project, we may record revenue ; ,
equal to cost incurred, at zero margin. In the event that our cost incurred to date may be in excess of our, -,
funded contract value, we may defer those costs until the associated contract value has been funded by the.
customer. Once the final estimate of the outcome of the project margin is determined, we will record
revenue using the percentage-of-completion method of accounting based on the ratio of total costs v
incurred to date compared to the estimated total costs to complete the project. Significant management
judgments and estimates, including but not limited to the estimated costs to complete projects, must be
made and used in connection with the revenue recognized in any accounting period. The revenue we
recognize in a given reporting period depends on: (1) the costs we have incurred for individual projects;
(2) our then current estimate of the total remaining costs to complete individual projects; and (3) the*
current estimated contract value associated with the projects. If, in any period, we increase or decrease our
estimate of the total costs to complete a project, and/or reduce or increase the associated contract value,

revenue for that period would be impacted. As a result, our gross margin in such period and in futire *
periods may be affected. To the extent that our estimates fluctuate over time or differ from actual results,
gross margins in subsequent periods may vary significantly from our estimates. Material differences
may result in the amount and timing of our revenue for any pefiod if management made different
judgments or utilized different estimates.
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" A cancellation, schedule delay, or modification of a fixed-price contract which is accounted for using
the percentage-of-completion method may adversely affect our gross margins for the period‘in which the
contract is modified or carncelled. Under certain circumstances, a‘cancellation or negative modification
could result in us having to reverse revenue that we recognized in a prior period, thus significantly reducing
the amount of revenues we recognize for the period in which the adjustment is made. Correspondingly, a
positive modification may positively affect our gross margins. In addition, a schedule delay or
meodifications can result in an increase in estimated cost to complete the project, which would also result in
an impact to our gross margin.

b

In addition, many of our contracts include milestone billings. If a contract is terminated or if the scope
of a contract changes prior to a milestone billing, the amount of revenue we recognize may change, based
upon the'specifictermination clauses of the contract, which would affect our revenue and gross margin in
the period in which the contract is terminated or the scope is changed

Durmg the reporting pernods contained herein, we did experience revenue and margin adjustments of
certain projects based on the aforementioned factors.

[

Allowance for doubtful accounts. We maintain an allowance for doubtful accounts for estimated
losses‘resulting from the potential inability of certain customers to make required future payments on
amounts due to us. Management determines the adequacy of this allowance by periodically evaluating the
aging and past due nature of individual customer accounts receivable balances and considering the
customer’s current financial situation as well as the existing industry economic conditions and other
relevant factors that would be useful towards assessing the risk of collectibility. If the future financial
condition of our customers were to deteriorate, resulting in their inability to make specific required
payments, addmons to the allowance for doubtful accounts may be required. In addition, if the financial
condition of our customers improves and collections of amounts outstanding commence or are reasonably
assured, then we may reverse previously established allowances for doubtful accounts. Changes to
estimates of contract value are recorded as adjusiments to revenue and not as a component of the
allowance for doubtful accounts, We write off accounts receivable when they become uncollectible and
payments subsequently received on such receivables are credited to the allowance for doubtful accounts.

" Long-lived and Intangible Assets. 'We account for long-lived assets in accordance with the provisions
of SFAS No. 144, Accounting for-the Impairment or Disposal of Long-Lived Assets (“SFAS 144”), SFAS 144
addresses financial accounting and reporting for the impairment or disposal of long-lived assets. This
Statement requires that long-lived assets be reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability is
measured by comparing the carrying amount of an asset to the expected future net cash flows generated by
the asset. If it is determined that the asset may not be recoverable and if the carrying amount of an asset
exceeds its estimated fair value, an impairment charge is recognized to the extent of the difference.

SFAS 144 requires companies to separately report discontinued operations, including components of an
entity that either have been disposed of (by sale, abandoninent or in a distribution to owners) or classified
as held for sale. Assets to be disposed of are reported at the lower of the carrying amount or fair value less
costs to sell,

In accordancc with SFAS 144, we assess the impairment of identifiable intangibles and long-lived
assets whenever events or changes in circumstances indicate that the carrymg value may not be
recoverable. Factors we consider important which could individually or in combination trigger an
impairment review mclude the following: | o

» significant underperformance relative to expected hlstorlcal or projected future operatmg results;

» significant changes in the manner of our use of the acquired assets or the strategy for our overall
business;

86




« significant negative industry or economic trends;
« significant decline in our stock price for a sustained period; and
» our market capitalization relative to net book value.

1f we determined that the carrying value of intangibles and long-lived assets may not be recoverable
based upon the existence of one or more of the above indicators of impairment, we would record an
impairment equal to the excess of.the carrying amount of the asset over its estimated fair value.

On a quarterly basis, we assess whether events or changes in circumstances have occurred that
potentially indicate the carrying value of long-lived assets may not be recoverable.

In December 2005, our Board made the decision to exit our Mexico and South American deployment
business and in December 2006, our Board made the decision to exit our EMEA and remaining South
American businesses. Accordingly, all results for these operations for the periods presented have been
reflected as discontinued operations. We also recorded an impairment of approximately $5.2 million on
our Brazilian operations as a result of the indications of fair value we have had with various mterested -
parties. ' '

Our ENS segment had built, installed and operated a wireless LAN system at a number of shopping
malls in the United States. This network was developed to offer internet connectivity for a fee to customers
and tenants at the malls. The market for these services has changed over the last year with the emergence *
of free WiFi and WiMAX and this has resulted in significantly reduced expectations for future revenue
and profits related to the realizability of this asset. Based upon an analysis of the expected future cash
flows from this asset in accordance with SFAS No. 144, we determined that the full value of this asset,
approximately $1.8 million was impaired.

Goodwill and Purchidsed Intangible Assets.  We evaluate our goodwill and intangible assets for
impairment pursuant to SFAS No. 142, Goodwill and Other Intangible Assets (“SFAS 1427}, which provides
that goodwilt and other intangible assets with indefinite lives are not amortized but tested for impairment
annually or more frequently if circumstances indicate potential impairment. The impairment test is
comprised of two steps:

(1) A reporting unit’s fair value is compared t0 its carrying value. The carrying values of each
reporting unit are determined by specifically identifying and allocating the assets and liabilities of the
Company to each reporting unit based on headcount, relative revenues or costs, or other methods as
deemed appropriate by management. If the fair value is less than its carrying value, impairment is
indicated; :

. (2) if impairment is indicated in the first step, it is measured by comparing the implied fair value of
goodwill and intangible assets to their carrying value at the reporting unit level.

- We completéd the required impairment review at the end of 2005 and 2004 and noted no impairment.
Consequently, no impairment charges were recorded. In 2006 our annual test indicated that there was no
impairment of goodwill or intangibles for our WNS or GNS segments but that the total amount of goodwill
for our ENS segment, approximately $18.3 million, was impaired. Due to a loss of management earlier this
year as a result of the completion of earn-outs on some of our ENS acquisitions at the end of 2005, our
ENS operations experienced an underperformance relative to historic operating results in 2006 and this
impacted our projected future performance. The fair value of the goodwill was estimated using these
projections and a combination of a 'djscounte'd cash flow model and a market approach model that takes
into consideration comparable business and market transactions. We also concluded based on this analysis
the intangible assets for ENS were not impaired.
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Accounting for income taxes and tax contingencies.  As part of the process of preparing our
consolidated financial statements we are required to estimate our provision for income taxes in each of the
tax jurisdictions in which we conduct business. This process involves estimating our actual current tax
expense in conjunction with the evaluation and measurement of temporary differences resulting from
differing treatment of certain items for tax and accounting purposes. These temporary differences result in
the establishment of deferred tax assets and liabilities, which are recorded on a net basis and included in
our consolidated balance sheet. We then assess on a periodic basis the probability that our nét deferred tax
assets will be recovered and, therefore realized from future taxable income and to the extent we believe
that recovery is not more likely than not, a valuation allowance is established to address such risk resultmg
in an additional related provision for income taxes during the period. . . T .

Significant management judgment is required in determining gur provision for income taxes, our
deferred tax assets and liabilities, tax contingencies and any required valuation allowance, including taking
into consideration the probability of the tax contingencies being incurred. Management assesses this.
probability based upon information provided to us by our tax advisors, our legal advisors and similar tax ,
cases. If at a later time our assessment of the probability of thesc tax contingencies changes, our accrual for
such tax uncertainties may increase or decrease.

We have a valuation allowance at December 31, 2006, due to management’s overall assessment of
risks and uncertainties related to our future ability to realize and, hence, utilize certain deferred tax assets,
primarily consisting of net operating losses, carry forward temporary differences and future tax deductions
resulting from certain types of stock option exercises, before they expire. Management determined that an
increase to the valuation allowance was required at December 31,2006 based upon its overall assessment
of the risks and uncertainties related to our future ability to realize and utilize our deferred tax assets.

The 2006 effective tax rate at December 31, 2006 for annual and interim reporting periods could be
impacted if certain tax items that are reserved for at December 31, 2006 are. resolved at an amount which
differs from our estimate. Finally, during 2007, if we are impacted by a change in the valuation allowance
as of December 31, 2006 resulting from a change in judgment regarding the realizability of deferred tax
assets beyond December 31, 2006, such effect will be recognized in the interim period in which the change
oceurs.

Accrual for partial self-insurance. 'We maintain an accrual for our health and workers compensation
partial self-insurance, which is a component of total accrued expenses in the consolidated balance sheets.
Management determines the adequacy of these accruals based on a monthly. evaluation.of our historical -
experience and trends related to both medical and workers compensation claims and payments,
information provided to us by our insurance broker, industry experience and average lag period in which
claims are paid. If such information indicates that our accruals require adjustment, we will,
correspondingly, revise the assumptions utilized in our methodologies and reduce or provide for additional
accruals as deemed appropriate. As of December 31, 2006, the accrual for our partial self-insurance -
programs approximated $1.8 million. We also carry stop-loss insurance that provides coverage limiting our
total exposure related to each medical and workers compensation claim incurred, as defined in the

applicable insurance policies. The medical and workers compensation llmllS per claim are $100,000 and
$250,000, respectively. . . . Co

Contingencies and litigation. 'We are currently involved in certain legal proceedings. We estimate a
range of liability related to pending litigation where the amount and range of loss can be estimated. We
record our estimate of a loss when the loss is considered probable and estimable. Where a liability is '
probable and there is a range of estimated loss and no amount in the range is more likely than any other
number in the range, we record the minimum estimated liability related to the claim in accordance with
SFAS No. 5, “Accounting for Contingencies.” As additional information becomes availablé; we assess the
potential liability related to our pending litigation and revise our estimates. Revisions in our estimates of




potential'liability could materldlly 1mpact our results of operations. See Part 11, Item 1 “Legal Proceedings”
for additional information. = . . Coe

Share-Based Paymems Beginning in fiscal year 2006, we account for share-based compensatlon
arrangements in accordance with the provisions of Statement of Financial Accounting Standards No. 123R
(“SFAS 123R”) “Share -Based Payments ” which requires the measurement and recognition of

ompensatton expense for all share-based payment awards to employees and directors based on esttmated .
fair values. Prior to adoption of SFAS 123R, we accounted for share- based compensation usmg the . .
intrinsic valye- based method in accordance with Accounting Prmcrple% Board (APB) Opinion No. 25,
‘Accountmg for Stock Issued to Employees.” We adopted SFAS 123R using the modified prospecttve
transition method.

The valuatton provmons of SFAS 123R apply to new awards and to awards that are outstandmg on
the effecttve date and subsequently modified or cancelled. Under the modtfled prospective apphcatlon
whichi 'we used, prior penods are not revised for comparative purposes. We use the Black- Scholes option”
valuation model to estimate the fair value of our stock options at the grant date. The Black-Scholes option
valuation model was developed for use in estimating the fair value of traded options which have no vesttng
restnctlons and are fully tramferable Our employee stock options are generally subject to vesting,_
restrictions and are generally not transferable , o

Option pricing models require the input of highly subjective assumptlons including the expected stock
price volatility over the term of the award, the expected life of an option and the number of awards -
ultimately expected to vest. Changes in these assumptions can materially affect the fair value estimates of
an optton Furthermore the estimated fair value of an option does not necessartly represent ‘the value that
will u]ttmately be ‘realized by an employee. We used historical data to estimate the expected forfeiture rate,
mtrlnsnc and htstorlcal data to estimate the expected price volattltty, and a wetghted average expected life _
formula to esttmate the expected optlon life. The risk-free rate is based on the U.S.‘Treasury yield curve 1n

effect at the tlme of grant for the estimated life of the option.
]

Esttmates of share-based compensation expenses are significant to our consolldated financial
statements, but these expenses are based on option valuation models and will never result in the payment -
of cash by us. For this reason, and because we do not view share-based compensation as related to our,
operational performance we exclude estimated share-based compensatlon expense when evaluatmg the
business performance of our operating segments.

Recently"lss'ded Accounting Pronouncements

In June 2006, FASB issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes—an
interpretation of FASB Statement No. 109 (FIN 48), which clarifies the accounting for uncertaintyiin tax .
positions, This Interpretatlon requires that we recognize the impact of a tax position in our financial
statements, if that position is more likely than not of being sustained on audit, based on the technical
merits of the position. The provisions of FIN 48 are effective for fiscal years beginning after December 15,
2006, with the cumulative effect of the change in accounting principte recorded as an adjustment to
opening retained earnings. The application of this Statement will reduce our retained earnings on

January 1, 2007 by $0.3-million to increase reserves for uncertain tax positions.

The SEC issued Stafi Accounting Bulletin No. 108 (“SAB 108”) in September 2006. SAB 108
expresses the views of the SEC staff regarding the process of quantifying the materiality of financial
misstatements. SAB 108 requires both the balance sheet and income statement approaches be used when
quantifying the materiality of misstatement amounts. In addition, SAB 108 contains guidance on correcting
errors under the dual approach and provides transition guidance for correcting errors existing in prior
vears. SAB 108 was effective in the Company’s fourth quarter of 2006. The adoption of SAB 108 did not
have a material impact on the Company’s consolidated financial statements.

89




In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“SFAS 157”). This
new standard provides guidance for using fair value to measure assets and liabilities and information about
the extent to which companies measure assets and liabilities at fair value, the information used to measure
fait value, and the effect of fair value measurements on earnings. This framework is intended to provide
increased consistency in how fair value determinations are made under variqus existing accounting
standards which permit, or in some cases require, estimates of fair market value. SFAS 157 also expands
financial statement disclosiire requirements about a company’s use of fair value measurements, including
the effect of such measures on carnings. The provisions of SFAS 157 are effective for financial statements
issued for fiscal years beginning after November 15, 2007. The Company is in the process of determining
the impact of this statement on its consolidated financial statements.

In February 2007, the FASB issued FASB Statement No. 159, The Fair Value Option for Financial
Assets and Financial Liabilities—Including an Amendment of FASB Statement No. 115. This standard
permits an entlty to choose to measure many financial instruments and certain other items at fair valuc
This option is avallable to all entities, including not-for-profit organizations. Most of the | provisions in
Statement 159 are elective; however, the amendment to FASB Statement No. 115, Accounting for Certain
Investments in Debt and Equity Securities applies to all entities with available-for- sale and tradmg securities.
Some requrrements apply differently to entities that do not report net income. The FASB’s stated objective
in issuing this standard is as follows: “to improve financial reporting by prov:dlng entities with the
opportunity to mitigate volatility in reported earnings caused by measuring related assets and liabilities
differently without having to apply complex hedge accounting provisions.”

. The fair value option established by Statement 159 permits atl entities to choose to measure eligible
items at fair'value at specrﬁed election dates. A business entity will report unrealized gains and losses on
items for which the fair value optlon has been elected in earnings (or another performance indicator if the’
business entity does not report earnings) at each subsequent reporiing date. A not-for-profit organization
will report unrealized gains and losses in its statement of activities or similar statement. The fair value
option: {a) may be applied instrument by instrument, with a few exceptions, such as investments otherwise
accounted for by the equity method; (b) is irrevocable (unless a new election date occurs); and (c)is -
applied only to entire instruments and not to portions of instruments. - : :

Statement 159 is effective as of the beginning of an entity’s first fiscal year that begins after
Neovember 15, 2007. Early adoption is permitted as of the beginning of the previous fiscal year provided
that the entity makes that choice in the first 120 days of that fiscal year and also elects to apply the
provisions of FASB Statement No. 157, Fair Value Measurements. The Company is in the process of
determining the 1mpact of this statement on its consolidated financials statements

Related Party Transactions

i
For detailed information regardlng related party transactions, see Note 15 of our consolrdated
financial statements. :
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk

We are exposed to foreign currency risks due to both transactions and translations between functional
and reporting currencies in our Indian, Brazilian and European foreign subsidiaries. We are exposed to the
impact of foreign currency fluctuations due to the operations of and net monetary asset and liability
positions in our Indian, Brazilian and European foreign subsidiaries. Significant monetary assets and
liabilities expected to be realized in the foreseeable future include trade receivables, trade payables and
certain intercompany payables that are not denominated in their local functional currencies. As of
December 31, 2006, our Indian, Brazilian and European subsidiaries were in average net liability positions
(i.e., monetary labilities were greater than monetary assets subject to foreign currency risk) of
approximately $0.3 million, $17.0 million and $11.0 million; respectively. The potential foreign currency
translation losses from a hypothetical 10% adverse change in the exchangé rates from the net liability
positions at December 31, 2006 were approximately zero, $1.7 million and $1.1 million for the, Indian,
Brazilian and European subsidiaries, respectively. In the event that the functional currency of China does
not continue to be based on the U.S. dollar, we may be exposed to forelgn currency ﬂuctuatlons due to the
activities of our corporate resource center in China. ‘

In addition, we estimate that an immediate 10% change in foreign exchange rates would impact
reported net income or loss by approximately $0.2 million for the year ended December 31, 2006. This was
estimated using a 10% deterioration factor to the average monthly exchange rates applied to net income or
loss for each of the related subsidiaries in the respective period. .

Due to the difficulty in determining and obtaining predictable cash flow forecasts in our foreign
operations based on the overall challenging economic environment and associated contract structures, we
do not currently utilize any derivative financial instruments to hedge foreign currency risks. .

The Company is exposed to market risk in connection with changes in interest rates, primarily in
connection with outstanding balances under its credit facility with KeyBank National Association. Based
on the Company’s average outstanding balances during the year ended December 31, 2006 a 1% change in
the LIBOR rate would impact the Company’s financial position and results of operations by approximately
$200 thousand over the next year. We currently do not'utilize any derivative financial instruments to hedge
interest rate risks. Cash and cash equivalents as of December 31, 2006 were $5.4 million and are pnmarlly
invested in money market interest bearing accounts. A hypothetical 10% adverse change in the avcrage
interest rate on our money market cash investments and short-term investments would have had no
material effect on net income for the year ended December 31, 2006. '

Item 8.  Financial Statements and Supplementary Data

The information required by this Item is included in Part IV ltem lS(a)(l) and (2) of this Annual
Report on Form 10-K.

i

| .

Item'9. - ‘Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures o e
Stock Option Grant Practices Review and Restatement

As discussed in the Explanatory Note preceding Part I and in Note 2 of Notes to Consolidated
Financial Statements of this Form 10-K, in 2006 we commenced our Equity Award Review of,our past |
practices for granting and pricing stock options and other equlty awards. In February 2007, the Company s
Board appointed a Special Committee of the Board to review the adequacy of the Equity Award Review .
and the recommendations of management regarding historical option granting practices, and to make
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recommendations and findings regarding those practices and individual conduct: The Special Committee -
also conducted its own separate review of the option granting practices during the tenure of the current
executive management team with the assistance of its own separate counsel and a forensic 1nf0rrpat|on
technology consulting firm. As a result of thé Equity Award Review and the mdependent investigation, ‘
management has concluded and the Board agrees, that between 1998 and late 2003 incorrect '
measurement dates were used for non-cash stock-based compensatton expense and related tax effects rwrth
regard to past stock option grants. Specifically:

» There was a lack of contemporaneous documentation for certain stock optron grants conflrmmg ’
that proper approval occurred on the indicated grant date : . N T

M ]

. T_he grant dates for twelve grants were selected after the documented 'approval of those o'ptions, '
- . e I

» Allocations of options to individual employees for seven broad-based grants to-employees were
determined subsequent to the documented approvai of the grants by the Compensati'o'n Committee

» Thirty-three grants made in connection with employment offers were made on grant dates

preceding the employee’s hire date
1

The Equ1ty Award Review also discovered the following fmdmgs unrelated to changes 1n measurement
dates:

St ’ b e .

» Certain consultants and board advisors were granted stock options under the Company’s incentive

stock option plan which allowed only grants to employees o

» Modifications were made to certain employee stock options that were not accounted for in
accordance with APB 25 - :

* A misappropriation of options perpetrated by the Company 5 former stock optlon admmlstrator

Substantially alt of the findings relate to options granted between 1998 through late 2(]03 with related
amortization of stock-based compensation expense impacting the years 1998 through 2005. Accordingly,
the Company recorded additional non-cash stock-baged compensation expense, charges for unauthorized
issuance of common stock, deferred compensation and related tax effects and restated prevrously filed
fmancral statements for the years ended December 31, 2004 and 2005 and consolidated statements of
operations and consolidated balance sheet data for each of the four years in the period ended
December 31, 2005, included in “Selected Consolidated Financial Data” in Part 11, Item 6 of thls Form 10-
K. The Company also restated the stock-based compensation expense footnote information calculated
under SFAS No, 123 and SFAS No. 148 under the disclosure:only alternatives of those pronduncements
for the years 2004 and 2005 and for interim periods of 2003. The restated fogtnote information has been
included in “Management’s Discussion and Analysis of Financial Condition and Results of Operanons as

‘well as in the Consolidated Financial Statements in Part {1, Item 15 of this Report. The Equity Award
Review did not identify any measurement date adjustments required under APB 25 for grants made since
November 2003, although it did find minor administrative errors that have resulted in immateriat

. adjustments aggregating approximately $50,000 for the period from 2004 through 2006.

o

Details of the restatement and its underlying circumstances are discussed in the Explanatory Note at.
the beginning of this report and in Note 2 of Notes to Consohdated Financial Statements in Item 15of thts
report. R o

After discussion with the Company’s external auditors regarding vaiying accounting positions, a
material adjustmerit related to the cancellation of stock options was recorded in 2001 in conjunction with
the restatement. Accordingly, we determined that due to'the matérial adjustment and the fact that the ~
duration of the stock option reviews precluded the Company from filing its financial information with the
SEC in a timely manner, a material weakness in our internal controls and procedures exists as of '
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December 31, 2006. From the period November 1999 through October 2003, the Company did not
consistently follow option grant processes and procedures nor did the Company have sufficient safeguards
in place to monitor its control practices regarding stock option pricing and related financial reporting.

From 2004 through 2006 the Company 1mplemented improvements to procedures, processes, and
systems to provide additional safeguards and greater internal control over financial reporting processes
including the stock option granting ‘and administration function in compliance with the Sarbanes-Oxley Act
( “SOX”) dnd evolving accounting gurdance These improvemerits include, but are not limited to:

e Animproved commitment to competency manifested by the hiring of more expertenced and senior -
+ . executive and Iegal personnel to replace certain members of former management

.. Documentlng and assessmg the design and operating effectiveness of key internal controls over the -
stock administration functlon

] . N

Segregatmg certain responsrbthttes relatecl to opnon grantlng and the execution of stock optlon
exercrse transactions- : ' . ’

. , . :
The establishment of processes and procedures to increase communications between the stock
administration, human resources and accounting functions -

The addition of independent reviews and reconcrltattons of stock Optl()n acnvrty separate from the
stock admlmstratlon funcnon -

t,
'

e The establlshmenl ofa cons1stent formalized procedure for stock option ‘award procedures
1nclud1ng ltmltlng the authority to.approve stock option grants

. Upgradtng equrty tracking software program and system controls that support the processes

. Requtrmg tralnlng for those employees who utlllze the Company’s equity tracking software
rprogram. - _— R

. Adopting a grant date policy whereby all stock option grants are to occur on the 15th of the month,
. “except in unusual circumstances

¢ Requiring that only an employee independent of the stock administration function be allowed to
commumcate stock option exercise instructions to the Company s transfer agent

In addmon to the srgmflcant 1mprovements implemented between 2004 and 2006 discussed above for
various business reasons, the Company discontinued issuing stock option grants as a form of incentive
compensation in lieu of other equity-based incentives effective January 2007,

The Co'mpany and the Company’s Board intend to adopt other measures recommended by the Special
Committee to enhance the over51ght of the stock option grantmg and administration function, including:

s The Company s Compensanon Committee will approve any future option grants during meetings.
_rather than by use of Unanimous Written Consents

A

¢ In the event the Board determines in the future to again use option grants as a form of incentive
compensation, it will require the development of an annual option granting plan and option
granting matrix

¢ The Company w1ll arrange more training for all those mvolved in the stock option granting process
to enhance awareness and understanding of legal, tax and accounting implications

¢ The Company will continue to maintain the most current version of its option tracking software

. Ti}e Cornpany’s'non-offic'er stock option committee will be dissolved
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¢ Annually, one member of the Company’s Board will attend director training
1) Disclo'sure Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information requtrcd
to be disclosed in our reports pursuant to the Securities Exchange Act of 1934, as amended, (the
“Exchange Act”) is recorded, processed, summarized and reported within the time periods specified in the
SEC’s rules and forms, and that such information is accumulated and communicated to our management,
including our Principal Executive Officer and Principal Financial Offlcer as appropriate to allow for timely
decisions regarding required disclosure. Under the supervision of, and with the participation of, our -
management, including our Principal Executive Officer and Principal Financial Officer, we conducted an
evaluation of the effectiveness of the design and operation of our disclosure controls and procedures, (as
defined in Exchange Act Rule 13a-15(e) and Rule 15d-15(¢)), as they existed on December 31, 2006. In
light of material weaknesses in our internal control over financial reporting as of December 31, 2006 and
the fact that this Annual Report on Form 10-K was not filed within the time limits prescribed by the
Exchange Act, our Principal Executive Officer and our Principal Financial Officer concluded that our
disclosure controls and procedures were not effectlve ata reasonablc level as of December 31, 2006

2) Management s Report on Internal Control Over F1nanc1al Reporting

Our management is responsible for establishing and maintaining adequate internal control over
financial reporting, as such term is defined in Exchange Act Rules 13a-15(f) and 15d-15(f). Under the
supervision and with the participation of our management, including our Principal Executive Officer and
Principal Financial Officer, we conducted an evaluation of the effectiveness of our internal control over
financial reporting based on the framework in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO Framework).'Based on this
evaluation, our management identified material weaknesses in our internal control over financial reporting
as of Decembeér 31, 2006 as described below. A material weakness is a control deficiency, or combination
of control deficiencies, that results in more than a remote likelihood that a material misstatement of the
annual or interim financial statements will not be prevented or detected.

In connection with the results of the stock option review discussed in “Stock Option Grant Practices
Review and Restatement” above the Company has restated our previously filed financial statements for
the years ended December 31, 2004 and 2005 and consolidated statements of operations and consolidated
balance sheet data for each of the four years in the period ended December 31, 2005, included in “Selected
- Consolidated Financial Data” in Part I1, [tem 6 of this Form 10-K. The Company also restated the stock-
based compensation expense footnote information calculated under SFAS No. 123 and SFAS No. 148 -
under the disclosure-only alternatives of those pronouncements for the years 2004 and 2005 and for
interim periods of 2005. Due to the duration of the stock option review that precluded the Company from
fllmg its financial information with the SEC in a tlmely manner and after consultation with the Company’s -
external auditors regarding varying accounting positions a material adjustment was recorded in 2001 to
revise the accounting treatmient related to the cancellation of certain stack options.

In addition, as of December 31, 2006 after consultation with the Company’s external auditors, the
Company recorded a material adjustment to reduce the valuation of deferred tax assets to reflect the
impact of recent events on the Company’s business.

The foregoing identified deficiencies constitute material weaknesses in the Company $ internal control
structure as of December 31, 2006.
Conclusron

QOur management has discussed the material weaknesses described above w1th our audit committee,
Because of these material weaknesses, management has concluded that our Company did not maintain
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effective internal control over financial reportmg as of December 31, 2006, based on the COSO
Framework.

Our mdependent registered public accounting firm, Grant Thornton LLP, has issued an attestation
report on our assessment of internal control over financial reporting. The report on the audit of internal
control over financial reporting appears below in Item SA(S).

On October 2, 2006, we completed the acquisition of MRC and as permitted by SEC guidance, we
excluded from our assessment of the effectiveness of our internal control over financial reporting as of
December 31, 2006, the internal control over financial reporting of this entity. Total assets related to MRC
of $86.5 million and revenue for the period from the date of acquisition to December 31, 2006 of $17.2
million are included in our consolidated fmancml statements as of and for the year ended December 31,
2006.

3) Inherent Limitations Over Internal Controls . .

A control system, no matter how well designed and operated, can provide only reasonable not
absolute, assurance that the objectives of the control system are met. Further, the design of a control
system must reflect the fact that there are resource constraints, and that the benefits of controls must be
considered relative to their costs. Due to the inherent limitations in all control systems, no evaluation of
controls can provide absolute assurance that all control issues, errors and instances of fraud, if any, within
the Company have been or will be detected.

4) Changes in Internal Control Over Financial Reporting

We continue to integrate MRC’s historical internal controls over financial reporting into our own
internal controls over financial reporting. This integration may lead to our making changes in our, or
MRC’s historical internal controls over financial reporting in future fiscal periods.

The Principal Executive Officer and Principal Fmancnal Officer have concluded that, other than the
specific changes identified in this Item 9A, there have been no changes to our internal control over
financial reporting (as defined in Rules 13a- 15(f) under the Exchange Act) during the fourth quarter of
fiscal 2006 that have materially affected, or are reasonably likely to materially affect, our mternal control
over financial reportmg

5) .Report of Independent Registered Publlc Accountmg Firm

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
Wireless Facilities, Inc.

We have audited management’s assessment, included in the accompanying “Management’s Report on
Internal Control Over Financial Reporting,” that Wireless Facilities, Inc. and subsidiaries (the Company)
did not maintain effective internal control over financial reporting as of December 31, 2006, because of the
effect of the material weaknesses identified in management’s assessment based on criteria established in
Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COS0O). Wireless Facilities, Inc.’s management is responsible for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal
control over financial reporting. Our responsibility is to express an opinion on management’s assessment
and an opinion on the effectiveness of the Company’s internal control over financial reporting based on
our audit.

We conducted our audit in accordance with the standards of the Publlc Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
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assurance about whether effective internal control over financial reporting was maintained in all material
respects. Our audit included obtaining an understanding of internal control over financial reporting,
evaluating management s assessment, testing and evaluating the design and operating effectiveness of
internal control, and performmg such other procedutes as we considered necessary in the c1rcumstances
We believe that our audit provides a reasonable basis for our oplnlons ‘ ‘

.,

i

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regardmg the reliability of fmancnal reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s mtemal .
control over financial reporting includes those policies and procedures that (1) pertain to the maintenance
of records that, in reasonable detail, accuratcly and fairly reflect the transactions and drsposrtlons ofthe '
assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles,
and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (3) provide reasonable assurance regarding prevention
or timely detection of unauthorized acquisition, use, or disposition of the company’s assets'that could have
a material effect on the flnancral statements.

da

Because of its inherent. llmltatlons internal control over financial rcportmg may not prevent or detect

misstatements. Also, projections of any evaluation of effectiveness to future periods-are subject to the risk.
that controls may become inadequate because of changes in conditions, or that the degree of compliance .*
with the policies or procedures may deteriorate.

. A oo g

A material weakness is a control deficiency, or combination of control deficiencies, that results in more
than a remote llkellhood that a material misstatement of the annual or interim financial statements will not
be prevented or detected. The following material weaknesses have been identified and lncluded in '
management’s assessment as of December 31, 2006:

* The Company’s fmanc1al statements for the years ended December 31, 2005 and ‘earlier were restated
due to unrecorded non-cash equity- -based compensation charges associated with the Company s equity
incentive plans The stock option grant practices review extended for a sngmﬁcant period of time and
precluded the Company from filing its financial information with the Securities and Exchange )
Commission (“SEC”) in a timely manner. The Company recorded a material adjustment to account
for cancellation of stock options in 2001 after discussion with its external auditors regarding varying
accounting positions. The Company also recorded a material adjustment to its net deferred tax assets
after discussion with its auditors. The foregoing identified deficiencies constitute material weaknesses
in the Company’s internal control structure as of December 31, 2006. |

These material weaknesses were considered in determining the nature, timing, and extent of audit tests
applied in our audit of the 2006 consolidated financial statements, and this report does not affect our =
report dated September 10, 2007 which expressed an unqualrﬁcd opinion on those financial statements.

As mdrcatcd in the accompanymg Management’s Report on Internal Control Over Fmancnal Reportmg, .
management’s assessment of and conclusion on the effectiveness of internal control over fmancnal '
reporting excluded Madrson Research Corporatlon (MRC) an entity that was acquired dunng 2006 Thls
entity represented approxrmately 3% of consolidated revenues and 18% of total assets at December 3,
2006. Our audit of internal control over financial reporting of Wireless Facilities, Inc. a]so did not mclude
an eva!uatlon of the internat control over financial repomng of MRC.

In our opinion, management’s assessment that Wireless Facilities, Inc. and subsidiaries dld not maintain' -
effective internal control over financial reporting as of December 31, 2006, is fairly stated, in all materlal "
respects, based on criteria established in Internal Control—Integrated Framework issued by COSO. Also,
in our opinion, because of the effect of the material weaknesses described above on the achlevemem of the

IS
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objectives of the control criteria, Wireless Facilities, Inc. and subsidiaries has not maintained effective
internal control over financial reporting as of December 31, 2006, based on criteria established in Internal
Control—Isitegrated Framework issued by COSO. '
/s/ GRANT THORNTON LLP o :

Los Arngeles, California ‘ ' L

September 10, 2007

Item 9b.  Other Information

None o ’

> ' : PART ITI ' e
Item 10. Dtrectors, Executive Officers and Corporate Governance o
Dlreetors ' '

‘Ouir Directors are each elected annually, the names, ages and years in.which each became a Director
are set forth in the followmg table and biographical information of each Director is set forth following the
table: - . ‘

S ! Year in Which
Name . _Age  Became Director
Scott I. Anderson ......... T 49 1997
Bandel L.Carano ...............cc.vuut. e 45 2001
EricM.DeMarco ...t iiinnianeninan 44 2003
William A. Hoglund . ... ......ooiiiiiiin, 53 © 2001
ScotB. Jarvis ..o vt e 46 1997

~ Scott L Anderson 49, has been one of our Directors since February 1997. Since 1997, Mr. Anderson
has been a prmcnpal of Cedar Grove Partners, LLC, an investment and advisory concern. Since 1998,
Mr. Anderson has also been a principal of Cedar Grove Investments, LLC, a private seed capital firm.
Mr. Anderson was with McCaw Cellular/AT&T Wireless, most recently as Senior Vice President of the
Acquisitions and Development group. Mr. Anderson serves on the board of directors of SunCom Wireless,
minfo, Inc. and GotVoice, Inc. He is also an observer on the board of directors of Telephia, Inc. and
Tigerstripe, Inc. Mr. Anderson is a member of the control-groups of Von Donop Inlet PCS, LLC and LCW
‘Wireless, LLC, both wireless licensees: He holds a'B.A. in History from the University of Washington,
Magna-Cum Laude, and a'J.D. from the University of Washington Law School' with highest honots.

Bandel L. Carano, 45, was originally one of our Dlrectors from August 1998 to June 2001, and
re-jomed our Board in October 2001. Since 1987, he has béen a general partner of Oak Investment | )
Partners, a multi-stage venture capital firm. Mr. Carano also serves on the Investment Advisory Board of
the Stanford Engineering Venture Fund, the board of dlrectors of Ajrspan Networks, Inc., FiberTower
Corporatlon the Supervisory Board of Tele Atlas N.V. and the board of directors of numerous private
companiés, including Airgo Networks, nLight Photonics, Tensilica and Visto Corporation. Mr. Carano
holds a B.S. and an M.S. in Electrical Engineering from Stanford University. Mr. Carano was nominated
and elected as one of our Directors pursuant to the terms of a purchase agreement among the Company
and certain of its stockholders in connection with the sale of the Company’s Series A convertible preferred
stock in October 2001. "

Eric M. DeMarco 44 joined the Company in November 2003 as President and Chief Operating
Officer. Mr. DeMarco was appointed a Director and assumed the role of Chief Executive Officer effective
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April 1, 2004. Prior to coming to the Company, Mr. DeMarco most recently served as President.and Chief
Operating Officer of The Titan Corporation (“Titan”), a Delaware corporation.. Prior to his being named
President and Chief Operating Officer, Mr. DeMarco served as Executive Vice President and Chief
Financial Officer of Titan. Prior to joining Titan, Mr. DeMarco served in a variety of public accounting
positions primarily focusing on large multinational corporations and publicly traded companies.

Mr. DeMarco holds a Bachelor of Science, Business Administration and Finance, Summa Cum Laude,
from the University of New Hampshire.

William A. Hoglund, 53, has been one of our Directors since February 2001. Mr. Hoglund is also a
member of Safeboats International, LLC. From 1996 to 2000 Mr. Hoglund served as the Vice President
and Chief Financial Officer of Eagle River, LLC, a private investment company. During his tenure at
Eagle River, Mr. Hoglund was also a director of Nexte] Communications, Inc. and Nextlink
Communications, Inc. Mr. Hoglund holds a B.A. in Management Science and German Literature from
Duke University and an MBA from the University of Chicago.

Scot B. Jarvis, 46, joined our Board in February 1997, Mr. Jarvis co-founded Cedar Grove Partners,
LLC in 1997, an investment and consulting/advisory partnership, and currently is its managing member.
Prior to co-founding Cedar Grove, Mr. Jarvis served as a senior executive of Eagle River, Inc., a McCaw
investment firm. While at Eagle River he founded Nextlink Communications on.behalf of McCaw and
served as its president. He also served as a regional president for Nextel Communications, From 1985 to
1954, Mr. Jarvis served in several executive capacities at McCaw Cellular Communications up until it was
sold to AT&T. Mr. Jarvis serves on the corporate boards of Cantata Technology, Inc., Wavelink
Corporation, Visto Corporation, SkyPipeline, Slingshot Sports and Ultratouch. Mr, Jarvis holds a B.A. in
Business Administration from the University of Washington.

Nominations for Directors

Nominating Committee

Effective September 5, 2007, the Board determined that a standing nominating and corporate
governance committee of the Board is not necessary given the relatively small size of the Conmipany’s Board
and management team, limited scope of operations and simplicity of the Company’s business. In ' |
accordance with NASD Marketplace Rule 4200(a)(15), only the members of our Board who quahfy as

“independent directors” will now perform the functions of the nommatmg committee.

The independent members of our Board are responsible for screening potential director candidates
and recommending qualified candidates to the full Board for nomination. The independent members of *
the Board will consider and evaluate any recommendation for director nominees proposed by a
stockholder who (i) has continuously held at least 1% of the outstanding shares of the Company’s common
stock entitled to vote at the annual meeting of stockholders for at least one year by the date the
stockholder makes the recommendation and (i) undertakes to continue to hold the common stock through
the: date of the meeting. In order to be evaluated in connection with the Company’s established procedures
for eva!uatmg potential director nominees, any recommendation for director nominee submltted bya
qualifying stockholder must be received by the Company no later than 120 days prior to the anniversary of
the date proxy statements were mailed to stockholders in connection with the prior year’s anriual meeting
of stockholders. Any stockholder recommendation for director nominee must be submitted to the
Corporate Secretary in writing at 4810 Eastgate Mall, San Diego, California 92121 and. must contam the
followmg information:

e A statement by the stockholder that he/she is the holder of at least 1% of the Company s common -
stock and that the stock has been held for at least a year prior to the date of the submission and that
the stockholder will continue to hold the shares through the date of the annual meetmg of
stockholders; :
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 The candidate’s name, age, contact information and current principal occupation or employment; -

e A description of the candidate’s qualifications and business experience during, at a minimum, the
last five years, including his/her principal occupation and employment and the name and principal
business of any corporation or other organization in which the candldate was employed,;

¢ The candidate’s resume; and

o Three references.

The goal of our Board is to assemble a board of directors that brings a variety of perspectives and
skills derived from high quality business and professional experience to the Company. In doing so,
independent members of the Board also consider candidates with appropriate non-business backgrounds. .

Other than the foregoing, there are no stated minimum criteria for director nominees. However, the
1ndependem members of the Board may also consider such other factors as they may deem are in the
Company’s best interests and that of our stockholders. The independent members of the Board do,
however, recognize that under applicable regulatory requirements at least one member of the Board must
meet the criteria for an “audit committee financial expert” as defined by SEC rules, and that at least a
majority of the members of the Board must meet the definition of “independent director” under NASD
Marketplace Rules or the listing standards of any other applicable self regulatory organization. The
independent members of the Board also believe it to be appropriate for certain key members of the
Company’s management (o participate as members of the Board.

The independent members of the Board identify nominees by first evaluating the current members of
the Board willing to continue to serve. Current members of the Board with skills and experience that are
relevant to the Company’s business and who are willing to continue in service are considered for re-
nomination, balancing the value of continuity of service by existing members of the Board with thatof
obtaining a new perspective. If any member of the Board up for re-election at an upcoming annual meeting
of stockholders does not wish to continue in service, the independent members of the Board identify the
desired skills and experience of a new nominee in light of the criteria above. All of the members of the
Board will be polled for suggestions as to individuals meeting the criteria for nomination to the Board.
Rescarch may also be performed to identify qualified individuals. If the independent members of the
Board believe that the Board requires additional candidates for nomination, the independent members of
the Board may explore alternative sources for identifying additional candidates. This may include
engaging, as appropriate, a third party search firm to assist in identifying qualified candidates.

All Directors and director nominees will submit & completed form of directors’ and officers’ .
questionnaire as part of the nominating process. The process may also include interviews and additional |
background and reference checks for non- mcumbent nominees, at the discretion of the 1ndcpendent
members of the Board.

Code of Ethics

Our Board has adopted a Code of Ethics that applies to all of our Directors, officers and employees.
The Code of Ethics is available for review on our website at www.wfinet.com; the Code of Ethics is also
available in print, without charge, to any stockholder who requests a copy by writing to us at Wireless .
Facilities, Inc., 4810 Eastgate Mall, San Diego, California, 92121, Attention: Investor Relations. Each of
our Directors, officers, including our Chief Executive Officer; Chief Financial Officer and Corporate
Controller, and all of our other principal executive officers and employees is required to be familiar with
the Code of Ethics and to certify compliance annually. There have not been any walvers of the Code of 1
Eithics relating to any of our executive officers or Directors in the past year. '
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Audit Committee

Our Board has a separately designated standing Audit-Committee that has been established in
accerdance with section 3(a)58(A) of the Exchange Act. Our Audit Committee consists of
Messrs. Anderson (Chairperson), Hoglund and Jarvis. Qur Board of Directors has affirmatively
determined that each member of the Audit Committee is independent under NASD Marketplace
Rule 4200(a)(15), and meets all other qualifications under NASD Marketplace Rule 4350(d)(2), the
Sarbanes-Oxley Act of 2002 and applicable rules of the SEC. Our Board has also affirmatively determined
that Mr. Hoglund quallf les as an “audit commlttee financial expert” as such term is defined in Regulation
S-K of the Securities Act of 1933 N

Management !

~ Qur exectitive officers and their respective positions are set forth in the following table. Bnographlcal
information of each executive, officer who is not also a Director is set forth following the table. There are’
no famlly iélationships between any Director or executive Officer and any our other Directors or executlve
offi¢ers. Exécutive offlcers serve at the dlscretlon of our Board. ‘

Executive Qﬂicers
v ‘ - S ‘ " Year in Which ~
. . . . He/She
Name Position Age Became Officer
Eric M. DeMarco..  Chief Executive Officer and President . 44 2003,
James R. Edwards . Senior Vice President, General Counsel and Secretary 56 . 2004 .
Deanna H: Lund. ..+ Senior Vice President and Chief Financial Officer 39 2004

D. Robin Mickle... - President, WFI Government Servicés, Inc. 52 2006

The term of office of each executive officer is until his or her respective successor is elécted and has
been qualified, or until his or her earlier death; resignation or removal. Historically, the Board has elected b
officers annually at its first meeting fo}lowmg the Annual Meeting of Stockholders. -

Mr. DeMarco ] blographlcal mformatlon is mcluded with those of the other members of our Board,

Mr. Edwards has been our Senior VICC Presndent General Counsel and Secretary since April 2004.
Prior to joining the Company, Mr. Edwards most recently served as Senior Legal Counsel for Qualcomm
Incorporated working with Qualcomm’s Global Development Group and Ventures Group. Prior to joining
Qualcomm, Mr. Edwards served as Vice President, General Counsel and Secretary of Wireless
Knowledge Inc., a Qualcomm subsidiary; Vice President, General Counsel and Secretary of
Vapotronics, Inc., a déveloper of medical device technologies; Vice President, General Counsel and
Secretary of General Atontics, an energy and defense contractor focused on advanced technology
Research and Development; and General Counsel and Secretary of Logicon, Inc., a defense contractor.
Mr. Edwards has been a member of the board of directors of IWT Tesoro Corporation since 2002.

Mr. Edwards is a graduate of the University of San Diego, School of Law, where he received his Juris
Doctorate, and of Colorado State Umver51ty, where he received his Bachelor of Science Degree in.. - -
Psychology, Cim Laude. . o : . WL

Ms. Lund has been our Senior Vice President and Chief Fmanmal Officer since April 2004. Prior to
joining the Company, Ms. Lund most Tecently servéd as Vice President of The Titan Corporation from
July 1998 and Titan’s Corporaté Controller from December 1996. Ms. Lund was also Titan’s Corporate
‘Manager of Operations Analysis from 1993 to 1996. Prior thereto, Ms. Lund worked for Arthur Andersen
L1P. Ms. Lund received her bachelor’s degree in accounting from San Diego State University, magna cum '
laude, and is a Certified Public Accountant,
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Mr. Mickle became one of our executive officers concuirent with our acquisition of MRC on

October 2, 2006 and has béen President of our wholly-owned subsidiary WFI Government Services, Inc.
and our Government Network Services segment since December 2005. Mr. Mickie joined the Company in
January 2005 as a vice president in our Government Network'Services segment. Prior thereto, Mr. Mickle
had been Viée President of the Fleet Systems Engineering Business Unit at Northrop Grumman Mission ..
Systems since June 1996. From January 1994 to June 1996, Mr. Mickle had been an Executive Manager of
Naval Engineering Services, Western'Operations. Mr. Mickle is a retired Captain of the U.S. Naval
Reserve and served in'the U.S. Navy from 1977 to 1983. Mr. Mickle is a graduate of the U.S. Naval
Academy and received an MBA in Management Science from San Diego State University.

SECtlDl’l 16(a) Beneficial Ownership Reportmg Compliance

Sectlon 16(a) of the Secuﬂtle% Exchange Act of 1934 (the “1934 Act”) requires our Drrectors and the
executive officers, and persons who own more than ten percent of a registered class of our equity securities,
(the “Reporting Persons”), to file with the SEC initial reports of ownership and reports of changes in |
ownership of our common stock and other equity securities. Additionally, the Reporting Persons are . -
required by SEC regulation to furnish WFI with copies of all such Section 16(a) forms they file. :, .

To the best of our knowledge and based solely upon our review of the copies of such reports furnished
to us for the year ended December 31, 2006, and the information provided to us by the Reporting Persons,
we believe that the Reporting Persons complied with Section 16(a), except for Messrs. Alipanah and
Mickle both of whom did not timely file reportable transactions on Forms 3 upon becoming subject.to -
Section 16(a). Mr. Mickle has filed a Form 3 concurrent with the filing of this Annual Reporton -,
Form 10-K and Mr. Alipanah is no longer subject to Section 16(a) due to the termination of his
ernployment with the Company on June 1, 2007.

Item 11. Executive Compensation

Compensation Discussion and Analysis
Orverview , ! ‘
’ ! Lo ] L e l . . [ f

This compensation discussion and analysis explains the material elements of the compensation
awarded to, earned by, or paid to each of our executive offlcers who served as our named executive offrcers
durmg the last completed fiscal » year o

Compensatzon Program Ob]ectwes and Phrlosophy

1

, The Compensanon Commlttee (for purposes of this analysis, the “Comrmttee "} of our Board
currently oversees the design and administration of our executive compensation program. The
Committee’s primary objectives in structuring and administering our executive officer compensation .
program are to: . C - : | .. . R

s attract, motivate and retain talented and dedicated executive officers; ) , .

« tie annual and long-term cash and stock incentives to achlevement of measurable corporate and '
1nd1v1dua1 performance objectrves : '

- o reward individual performance; and P Co :

. remforcc business strategles and ob]ectwes for enhanced stockholder value
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To achieve these goals, the Committee maintains compensation plans-that tie a‘portion of executives’
overall compensation to key short-term and long-term objectives. Short-term objectives are measured by -
metrics such as operating income and operating income niargin, net earnings and net carnings margin. -
Long-term objectives include the timely development of new service offerings, enhancements and
improvements to existing service offerings, identification of key markets for our services, development and
2xecution of plans to address identified market opportunities, adequate control over and efficient use of
our assets, and share price appreciation. The Committee evaluates individual executive performance with a
goal of setting compensation at levels the Committee believes are comparable with those of executives at
other companies of similar size and stage of growth, while taking into account our relative performance
and our own strategic goals.

The principal elements of our current executive compensation program are bas’é'sélary, ‘annual cash
bonus awards, long-term equity incentives in the form of restricted stock units, a deferred compensation
plan, other benefits and perquisites, post-termination severance and accelerated vesting of previously
granted stock options upon termination and/or a change in control. Qur other benefits'and perquisites
consist of life and health insurance beneﬁts and a quallﬁed 401 (k) savmgs plan equivalent to lhose offered
to all employees. = : v

" We view these components of compensation as related but distinct. Although the Committee does
review total compensation, we do not believe that significant compensation derived from one component
of compensation should negate or offset compensation from other components. We determine the
appropriate level for each compensation component based in part, but not exclusively, on competitive
benchmarking consistent with our recruiting and retention goals, our view of internal equity and
consistency, and other considerations we deem relevant, such as-rewarding extraordinary performance.’

[ .

Determination of Compensation Awards

The Committee has historically performed at least annually a strategic revww of our executwe
officers’ compensation to determine whether they provide adequate incentives and-motivation to our -
executive officers and whether they adequately compensate our executive officers relative to comparable -
officers in other similarly 51tuatcd compames The Commlttee s most recent review occurred in
December 2006. - . S

The Commlttee mcetmgs typically have mcluded for all or a portlon of each meetmg, not only the
Committee members but also our chief executive officer, chief financial officer and general counsel. For
compensation decisions relating to executive officers other than our chief executive officer, the Committee
typically considers recommendations from our chief executive officer. When determining compensation for
our chief executive officer, the Committee takes.into account, but'does not rely upon, the recommendation
of our chief executive officer. Compénsation for the chief executive officer has been determinéd by-

. discussion’among and action by the members of the Committee acting in consultation with the other”
independent members of our Board and market data obtained on behalf of the Committee. -

It is our policy generally to qualify compensation paid to executive officers for dedictibility under
Section 162(m) of the Internal Revenue Code. Section 162(m) generally prohibits us from deducting the
compénsation of officers that exceeds $1,000,000 unless that compensation is based on the achievement of
objective performance goals. We believe that our 1999 and 2005 Equity Incentive Plans {collectively, the
“Equity Plans™) are structured to qualify stock options, restricted share and stock unit awards under such
Equity Plans as performance-based compensation and to maximize the tax deductibility of such awards.
However, we reserve the discretion to pay compensation to our officers that may not be deductible.
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Benchmarking of Compensation : ‘ . \

The Committee believes it is important when making its compensation-related decisions to be
informed as to current practices of similarly situated companies. As a result, the Committee reviews third-
party surveys and other information collected from public sources for executive officers at peer compames
The Committee also receivés the recommendation of our ¢hief executive officer on compensatlon for other
executive officers. Historically, the Comniittee has relied only to a limited extent upon third party -
consultants to advise the Committee on compensatlon matters. In determining the compensation of our
executive officers for 2006, the Committee reviewed surveys and other third party information, as well
information collected from other public sources, regarding the compensation for executive officers at our
peer companies. While benchmarking may not always be appropriate as a stand-alone tool for setting =~
compensation due to the aspects of our business and objectives that may be unique to us, we generally
believe that gathering this information is an important part of our compensation-related decision-making
process.. .. . P .

Base Compensatzon b o ‘

We pr0v1de our named executive officers and other executives with base salaries that we believe

- enable us to Hire and retain 1nd1v1cluals in a competitive environment and to reward individual

performance and contribution to our overall business goals, while taking into account the unique
circumstarices of our company. We review base salaries for our named executive officers annually and
increases, 1f any, are based on the executive’s success in contributing to our short-term and long-term
objectives as well as unique chal[enges faced by our Company. We also take into account the base
compensation that is payable by companies that we believe to be our competitors and by other public
companies with which we believe we generally compete for executives in our market and geography. The
base salary of our chief executive officer is reviewed and recommended by the Committee acting in
consultation with the other independent members of our Board, -

In March 2006, the Committee applie'd the principals described above and increased Mr. DeMarco’s
base salary by 33% to $400,000, cffective as of April 1, 2006. The Committee considered, among other
things, Mr. DeMarco’s effectiveness in dealing with the challenges faced by our Company and in
transitioning the business away from the declining business segments. The Committee reviewed similar
considerations for each of the other named executives, and in March 2006 increased Ms. Lund’s annual
salary by 22.2% to $275,000 and Mr. Edwards’ annual salary by 11.6% to $240,000, both effecnve as of
April 1, 2006. , .

Anntdal Cash Bonus Awards ' o

In addition to base salary, we provide executive officers and other key managers the opportunity to
receive incentive compensation in the form of annual discretionary bonuses of cash based upon the
achievement of certain individual and company performance objectives during the fiscal year. Target cash
bonus awards are based upon a percentage of the executive’s salary, and typically range from 25% to 100%
of the executive officer’s salary In determining the appropriate level of target bonus for each officer, the
Committee considers the recommendation of the chief executive officer, information provided through
independent, third-party surveys and other information collected from public sources for similar positions *
at peer companies. Under our bonus plan, each executive typically receives 50% of his or her target bonus
amount if the executive achieves specific individualized operational objectives and the other 50% if our
earnings per share meet a specific target for the fiscal year. If our earnings per share fall within a certain
specified range (with the target earnings per share at the high end of the range), then the executive would *

. typically receive a pro rata percentage of their bonus target based on linear interpolation between the

bottom and top of the range. Typically, the executive would not receive any of the company performance-
based portion of the target bonus if earnings per share fall below the bottom of the range.
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The Committee retains wide discretion to interpret the terms of the cash bonus plan and to identify

' the extent to which an individual’s performance objectives have been met in any particular fiscal | year. The
Committee also retains the rlght to exclude extraordlnary charges or other special circumstances in
determlnmg whether the objectives were met durmg any particular fiscal year and may decide to grant
100% of the targeted cash bonus award even if the Company’s earnings per share do not fall within the
specified range, based upon an evaluation of business conditions and industry trends In addition, the
Committee may approve cash bonuses outside of the cash bonus plan. For example the Committee may
approve bonus awards in connection with an executive offrcer ] efforts and accomplrshments with respect
to our strategic initiatives and milestones, and such bonus awards may overlap with or be in addition to
bonus awards under the cash bonus plan.

For fiscal 2006 only Messrs. Mickle and Alrpanah recelved awards under the cash bonus plan. For
fiscal 2006, Messrs. Mickle and Alipanah received 100% of their target bonuses related to individualized
operational objectives, even though the company did not achieve earnings per share within the targeted
range. Specifically, Mr. Mickle received $51,250, or 25% of his base salary, and Mr. Alipanah received
$50,000, or 25% of his base salary. In determining that Messrs. Mickle and Alipanah were entitled to these
awards, the-Committee considered each executive officer’s efforts in addressing the significant challenges
that the Company faced during fiscal 2006. For fiscal 2006, the chief executive ofﬁcer not the Committee .
set the individualized operational objectives, earnings per share targets and other Companv financial
performance targets with respect to the cash bonus awards. to Messrs. Mickle and Alipanah. However, the -
Committee evaluated whether Messrs. Mickle and Allpanah achieved their individualized performancc
cbjectives and approved the payment of their bonuses under the cash bonus plan..

For fiscal 2006, in early 2007, Messrs. DeMarco and Edwards and Ms, Lund received cllscretlonary
cash bonuses-outside-of the cash bonus plan as follows: Mr. DeMarco received $200,000, or 50% of his
base salaty, Ms. Lund received $82,500 or 30% of - her base salary, and Mr. Edwaids reee'ived $72,000; 0r
30% of his base salary. In awarding these bonuses, the Committee considered each executive officer’s
efforts in addressing the significant challenges that the Company faced during fiscal 2006, especially as

elated to the industry dynamics of the Wireless Network Segment and the need. to retain each executive
officer durmg fiscal 2007 as the Company continues to undergo significant changes. : ) :

In the first quarter of 2007, the Committee worked with senior management to establish the annual
target bonus amounts and performance objectives under the bonus plan. For fiscal 2007, each executive
officer’s target bonus under the bonus plan will be aspecified percentage of the executive offlcer s bdse
salary, and will range from 30% to 100% of an individual’s base salary. o

Cash awards made to executive officers for fiscal year 2006 are reflected in colunin (g) of the Fiscal,
Year 2006 Summary Compensatlon Table.

'-'r

Equity Compensanon ' : :

We believe that equity ownershlp by our executive officers provides 1mportant incentives to make
decisions and take actions that maximize long-term stockholder value. The Commrttee dew]ops its equity
award determinations based on its judgments as to whether the complete compensation packages provided
1 our executives, including prior equity awards, provide sufficient incentive to build stockholder value and
align the interests or executive officers with our stockholders, and are sufficient to retain, motivate and
adequately award each of our executives. This judgment is based in part on information provided by ‘

reviewing the equ1ty compensation practlces of compames that we believe to be our competitors and by
ather public companies with which we believe we generally compete for executives.

We grant equity compensation to our executive officers and other employees inder our Equity Plans.
Most initial grants currently vest over a four year period from the date of grant, with 25% vesting on the
first anniversary of the date of grant and the balance vesting monthly over a three year period. Subsequent
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option grants to employees with over one year of service vest on a monthly basis over a four year period.
Our stock optlons have a 10-year contractual term. Beginning on January 1, 2006, we-began accounting for
stock-based payments in accordance with the requirements of FASB Statement 123R. In addition, as of °
January 1, 2007, our employees, including our executive officers, are able to purchase shares of our stock
under our 1999 Employee Stock Purchase Plan. - : v

The Committee reviews and approves all grants made to our officers under the Eqmty Plans and in
connection with the initial hiring, promotions, extraordinary achievements or compensanon ad]ustments
In addition to these factors, the size and timing of grants are generally subject to policies established by the
Committee regarding the posmon of the grantee within our company, the overall number of options
actually granted to the optlonee in the past and the extent of vesting of prior grants. In general, the option
grants are also 'subject t0 post-termination and change in control provisions. No optlons were granted to

our executive officers during fiscal 2006: ‘ -

On December 28, 2006, our Board approved the acceleration of vesting of all unvested options to
purchase shares of our common stock issued prior to June 30, 2006 held by our employees and Directors
under our 1999 Equity Incentive Plan and our 2000 Nonqualified Stock Option Plan. The acceleration was
effective as of December 29, 2006. All affected options had exercise prices in excess of then-current market
values! Holders were given the election to decline the acceleration of the options if such acceleration
would have had the effect of changing the status of the option for federal income tax purposes from an
inicentive stock option to a non-qualified stock option. Options to'purchase approximately 2.1 million
shares of common stock were subject to the acceleration. Of this amount, our executive officers held
options to purchase 582,000 shares ata weaghted average exercise price of $5 72 per share

I

InJ anuary 2007 for various business reasons we generally d1scont1nued the use of stock options asa
form of equity compensation and instead began to issue restricted stock units on a limited basis.

Consistent with its belief that equity ownership by our executive officérs provides important incentives
to make decisions and take actions that maximize long-term stockholder value, on January 30, 2007, the
Committee granted Restricted Stock Unit awards to named executive officers as follows:

. Eric M. DeMarCO' 987,500 shares

‘ Deanna Lund: 200 000 shares B ' ‘

James R. Edwards 170,000 share's : Co . | B
¢ D. Robin Mickle: 75,000 shares

« Dariush G. Alipanah: 100,000 shares

Further, in view of the significant challenges facing the Company, on March 26, 2007; the Committee
granted Restricted Stock Unit awards as a retention tool as ‘follows: ! '

e Eric M. DeMarco: 493,750 shares
¢ Deanna Lund: 100,000 shares . ] . . N .
e James R. Edwards: 85,000 shares '

* LI

Deferred Compensation Plan

We provide our executive officers and other eligible highly compensated employees with'the
opportumty to defer up to 80% of their cash compensation derived from base salary, bonus awards and/or
commissions pursuant to our Nonqualified Deferred Compensation Plan (“Deferred Compensation
Plan”}. The deferrals réduce a participant’s cutrent taxable income and allow the participant to accumulate
savings on a tax deferred basis. [n addition, we may, in our sole and absolute discretion, make annual
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discretionary contributions, including matching contributions, to the Deferred Compensation Plan. To
date, we have not made any such contributions. Deferrals and contributions (if applicable) are adjusted for
gain or loss based on the performance of one or more investment options selected by the participant from
among investment funds chosen by a committee appointed by the Committee to administer the Deferred
Compensation Plan. Generally, all distributions under the Deferred Compensation Plan will be made in 2
single lump sum, although participants that terminated their employment as a result of retirement may
elect to receive distributions in annual instaltments.

Executive Benefits and Perquisites

All of our executives are eligible to participate in our employee benefit plans, including medical, -
| dental, life insurance and 401(k) plans. These plans are available to all salaried employees and do not
discriminate in favor of executive officers. It is generally our policy not to extend significant.perquisites to
our executives that are not available to our employees generally. We have no current plans to make
changes to levels of beneflts and perquisites provided to executlves

Change in Control and Severance Benefits

Pursuant to an employment agreement with Mr. DeMarco and change in control agreements with our
other executive officers, we provide these officers the opportunity to receive additional compensation and
‘ benefits in the event of severance or change in control. Our severance and change in control provisions are
summarized below in “Employment Agreements; Potential Payments Upon Termination or Change in -
Control”. Our analysis indicates that our severance and change in control provisions are consistent with the_
provisions and benefit levels of other companies disclosing such provisions as reported in public SEC
filings. We believe our arrangements with our executive officers are reasonable.

© 2006 SUMMARY COMPENSATION TABLE
Annual Compensation $ (Dollars)

(2) {b) (<} (d) th (g) (h) . (D)

Non-Equity - .
Option  Incentive Plan All Other Total
Salary . Bonus  Award(s) <Compensation Compensation Compensation

Name and Principzl Position Year (%) ($)(1) ($)(2) 3
Eric M. DeMarco .......... 2006 373,465 200,000 1,988,385 — 12,750 (4) 2,574,600

President and Chief

Executive Officer - o .
Deannalund .............. 2006 261,767 82,500 550,716 —_ — 894,983

Senior Vice President and

Chief Financial Officer . . i ) .
James R. Edwards ........., 2006 234,215 72,000 467,187 . —= 773,402

Senior Vice President,

General Counsel and

Secretary o

D. Robin Mickle ........... 2006 206,054 470,382 . 51,250 —_— " 727,686
President, WFI Government
Services, Inc.

Dariush G. Alipanah(5) ... 2006 196,364 303,685 50,000 — 550,049

Former Vice President,
WNS Engincering Services
Division

(1) Represents discretionary cash bonus by the Committee to named executive officers eamed in 2006 and paid in
2007 as described in further detail above.

-
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(2) The amounts shown in column (f} represent the compensation costs of stock aptions for financial reporting
purposes for fiscal year 2006 under FAS 123(R), rather than an amount paid to or realized by the named
executive officer. The FAS 123(R) value as of the grant date for the stock option grants is spread over the
number of months of service required for the grant to become non-forfeitable. Compensation costs shown in
cotumn (f) reflect ratable amounts expensed for grants that were made in prior fiscal years and with respect to
which the exercise price of the subject stock option grants are above current market values. There can be no
assurance that the FAS 123(R) amounts will ever by realized by the named executive officers.

(3) Represents bonus under the cash bonus plan to naméd executive officers earned in 2006 and paid in 2007 ‘Annual
cash bonus awards under the cash bonus plan are typically paid based on the achievement of certain individual
and Company performance objectives approved by the Committee as described in further detail above. For
fiscal 2006, the chief executive officer, not the Committee, determined individualized and Company performance
objectives for Messrs. Mickle’s and Alipanah’s cash bonus awards. However, the Committee evaluated whether
Messrs. Mickle and Alipanah achieved their individualized performance objectives and approved the payment of
their bonuses under the cash bonus plan.

{4) Represents the taxable income attributable to Mr. DeMarco for his use of a Company automobile in fiscal year
2006.

(5) Effective June 1, 2007, Mr. Alipanah’s employment with the Company was tcrmmated in connccuon with the
Company’s sale of all of the assets of its Engmecrmg Division,

- GRANTS OF PLAN-BASED AWARDS

(a) : (b) (d) e
Estimated Future Payouts
Under Non-Equity
Incentive Plan Awards({l)

Name : < Grant Date Tarpet($) Maximum($)
EricM. DeMarco. ..o viiie i ieeneiraaiaa i N/A — —
Deannalund.................... s N/A — —
James R. Edwards . . ... e, N/A — —_—
D. Robin Mickle. .. ...... e e 7/31/06  $100,000  $110,000
Dariush G. Alipanah........... ...t 7/31/06  $100,000  $120,000

1 f

(1) Amounts shown in columns (d} and (¢) are the estimated possnble payouts for fiscal year 2006 under
our annual cash bonus plan. Annual cash bonus plan awards are determined based on the
achievement of certain Company and individual performance objectives determined by the
Committee. For fiscal 2006, the chief executive officer; not the Committee, determined individualized.
and Company performance objectives for Messrs. Mickle’s and Alipanah’s cash bonus plan awards.
However, the Committee evaluated whether Messrs. Mickle and Alipanah achieved their
individualized performance objectives and approved the payment of their bonues under the cash
bonus plan. The cash bonus plan awards to the named executive officers are reported in the Fiscal
Year 2006 Summary Compensdtlon Table under the column “Non- Equlty Incentive Plan
Compensation.” :

v . ‘
y . '

(2) Effective June 1, 2007, Mr. Alipanah’s employment with the Company was termjnated in connection
the Company’s sale of all of the assets of its Engineering Division . .

The Company did not grant any equity based awards under incentive compensatlon plans to any
named executlve officers durmg the fiscal year ended December 31,-2006. o

i
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OUTSTANDING EQUITY AWARDS AT FISCAL YEAR-END

_(a) o ®) ©) . o ®

s .
. '

. Option Awards
Number of
+ ' Becurities . 4
Underlying . . o
Unexercised .
- . Options (#) ° Option " Option
Name ) Exercisable(l)  Exercise Price($)  Expiration Date(2)
Eric M. DeMarco. . ................... Lo 1250000 6.19(3) . 11717/2013
. 500,000 . 6.05(8) .. 8/18/2014
y S , .225,000 538(8) . . .. .8/9/2015
DeannabLund...................... “aeeseso 200,000 6:19(4) - 4/20/2014
o : 100,000 - 6.05(8). - 8/18/2014
. 100,000 ©-538(8) 8972015
. James R. Edwards ......... e s _ 170,000 ,  6.19(4) .. 4/20/2014
100,000 6.05(8) 8/18/2014
o . 70,000 538(8) . . 8/9/2015
D: Robin Mickle................... e 40,000 - 6.19(5) ' 4/12/2015
10,000 " 5.90(8) 1912912015
. . 100,000, ., 5.43(8) 12/20/2015
Dariush G. Alipanah(9) ........... I 2,246 619(6)  1/26/2010
' 743 . 6.19(6) 12/1/2010
19,160 4.47 10/1/2011
Coe 36,000 4.23 4/30/2012
coi, - . . 22,000 6.19(7) 5/23/2013
30,000 6.19(7) 5/20/2014 °
7,500. 6.05(8) ' 8/18/2014
‘ . 22,000 6.19(5) 7 4/12/2015
bl e \ 60,000 6.198) - - 72012015

)
(2)

(4)

Al] options llsted are fully vested and cxcrcnsabie

1

Explratlon date assumes. that optionee remains in service of thc Company through the full term of the
stock option grant. .

Represents option shares originally granted to Mr. DeMarco on November 17, 2003 with reépect to
whiich the vestinig was accelerated on May 18; 2005 pursuant to the Compensation Committee’s
determination to accelerate the vesting on all outstanding and unvested stock options held by
employees, officers and directors of the Company with an exercise piice of more than $10.00 per
share. The option was cancelled and re-lssuéd on December 30, 2005 as part ofa reprlc mg of all
outstanding employee stock optlons that 'were or1gmally granted at exercise prices greater than 120%
of the Company’s closing stock price on the Nasdaq Global Select Market on December 30, 2005.

Represents option shares originally granted to Ms. Liind and Mr. Edwards on April 20, 2004 w1th
respect to which the vesting was accelerated on May 18, 2005 pursuant to the Compensation '
Committee’s determination to accelerate the vesting on all outstanding and unvested stock options
held by employees, officers and Directors of the Company with an exercise price of more than $10.00
per share. These options were cancelled and re-issued on December 30, 2005 as part of a repricing of
all outstanding employee stock options that were originally granted at exercise prices greater than
120% of the Company’s closing stock price on the Nasdaq Global Select Market on December 30,
2005.
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()) Represents option shares granted to-Messrs. Mickle and Alipanah on Apnl 12, 2005, which options
were cancelled and re-issued on December 30, 2005 as part of a repricing of all outstanding employee s
stock options that were originally granted at exercise prices greater than 120% of the Company’s
closing stock price on the Nasdaq Global Select Market on December 30, 2005. The vesting of these
options was subsequently accelerated on December 31, 2006 when the Board approved the
acceleratjon of vesting on all outstanding options issued prior to June 30, 2006 under our 1999 Equity
Incentive and 2000 Nonqualified Stock Option Plans.

(5) Represents option shares that were originally granted to Mr. Alipanah on January 26, 2000 and
December 1, 2000, which options were cancelled and re-issued on December 30, 2005 as part of a
repricing of all outstanding employee stock options that were originally granted at exercise prices
greater than 120% of the Company’s closing stock price on the Nasdaq Global Select Market on
December 30, 200s. i

(7) Represents option shares originally granted to Mr. Alipanah on May 23, 2003 and May 20, 2004,
respectively, with respect to which the vesting was accelerated on September 19, 2005 pursuant to the
Compensation Committee’s determination to accelerate the vesting on all outstanding and unvested
stock options held by employees, officers and directors of the Company with an exercise price of more
than $8.00 per share. The option was cancelled and re-issued on December 30, 2005 as part of a
repricing of all outstanding employee stock options that were originally granted at exercise prices

. greater than 120% of the Company’s closing stock price on the Nasdaq Global Select Market on
December 30, 2005. S

(3) Represents option shares granted to Ms. Lund and Messrs. DeMarco, Edwards, Mickle and Alipanah
with respect 10 which the vesting was subsequently accelerated when the Board approved the
acceleration of vesting on all outstanding options issued prior to June 30, 2006 under our 1999 Equity
Incentive and 2000 Nongualified Stock Option Plans.

(9) Effective June 1 2007, Mr. Alipanah’s employment with the Company was termlnated in connectlon
with the Company’s sale of all of the assets of its Engmeermg Division.

OPTIONS EXERCISES AND STOCK VESTED

None of the named executive officers acquired.any shares of the Company s common stock through
the exercise of stock opt1ons during the fiscal year endéd December 31, 2{)06

The Company did not have any outstanding stock based awards during the flscal year ended
December 31, 2006.

NON-QUALIFIED DEFERRED COMPENSATION

 Pursuant to the Company s Nonqualified Deferred Compensanon Plan (the “Deferred Compensatlon-
Plan”) certain employees, including the named executive officers, may defer up to eighty percent (80%) of
their cash compensation derived from base salary, bonus awards and/or commissions. The deferrals reduce
a participant’s current taxable income and allow the participant to accumulate savings on a tax deferred
basis. In addition, the Company may, in its sole.and absolute discretion, make annual discretionary_
contributions to the Deferred Compensation Plan on behalf of participants, including matching . .-
contributions. To date, the Company has not made any contributions to the Deferred Compensation Plan.

Defefrals, and Company contributions; if applicable, are adJusted for gain or loss based on the
performance of one or more investment options selected solely by the participant from time to time from '
among investment funds chosen by a Plan Committee appointed by thé Compensation Committee to
administer the Deferred Compensation Plan. Generally, all distributions under the Deferred
Compensation Plan will be made in a single lump 'sum, although participants that terminate their
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ernployment-as a result of their retirement may elect to receive distributions in annual instaliments. The
Company may, in its sole discretion, suspend or terminate the Deferred Compensation Plan or revise it in
ary respect whatsoever; provided, however, that no such action may reduce amounts credited to deferral
accounts and such accounts will continue to be owed to the participants or beneficiaries.

.t v

@ , L by @ @
’ : Executive Aggregate Aggrepate
Contributions in  Earnings in Balance at
Last FY Last FY Last FYE
Name S (B _® $)2) '
EricM.DeMarco.............,......... e 91,731 . 4,631 151,373 .
DeannaLund .......... FETSRRS T PN - 25,096 . 1,812 26,908
James R. Bdwards ............coooviiieie | 6,490 + 1,580 14,163
D.RobinMickle. . ............ooiiiiii i 10,226 905 14,754

Dariush G. Alipanah(3) . .......... ... .. .. . ... 39 433 11 034 91 773

(1) The amounts in this column are also 1ncluded in thé Summary Compensation Table on page 106, in
the summary column or non-equity incentive plan compensatlon column. -

(2) Of the totals in this column, the followmg totals have prev10usly been reported in the Summary
Compensatlon Table for this year, and for previous years:

3 Effective-June-1, 2007, Mr. Alipanah’s-employment with the Company was termmated in connection
with the Company’s sale of all of the assets of its Engmeermg Division.

Previous

Name Y . g . 2006($)  'Years($)  Total(g) .
+ Eric M. DeMarco. .+ . ...... e AU SO coo.i. 91,731 55,012 146,743
DeannaLund ...... ... it s 25,086 f— 25,096
James R.Edwards...................... PO e 6,490 6,093 12,583
'D. Robin Mickle.............. e 10,226 3,623 13,849
Dariush G. Alipanah............... U ... 394337 41,307 80,740

Employment Agreements Potentlal Payments Upon Termmatlon or Change in Control

In addmon to other compensatlon arrangements descrlbed elsewhere in this proxy statement, we have
entered into agreements with three of the named executive officers herein as follows:

On November'14, 2003, we entered into an Executive Employment Agreement with Mr. DeMarco in .
connection with his duties as an executive of the Company. Among other things, the terms of the
agreement provide for Mr. DeMarco’s compensation, eligibility to receive annual incentive awards and to
participate in long-term incentive, employee benefit and retirement programs. In the event that
Mr. DeMarco is terminated without cause, he will be entitled to a lump sum equal to three times the sum
of his current base salary, plus three times his target bonus potential for the year, less any bonus already
received for such year, vesting of all outstandmg stock options and participation for Mr. DeMarco and his
de pendents in our employee health care program for one-year or, if earlier, until Mr. DeMatrco procures
health care coverage through another employer. Additionally, in the event that there is a change of control
of the Company, Mr. DeMarco shall be entitled to accelerated vesting of 50%-of all outstanding and
unvested stock options. Furthermore, Mr. DeMarco shall also be entitled to the severance compensation
described above should Mr. DeMarco’s employment be terminated as a result of such change in control. If
Mr. DeMarco had been terminated on December 31, 2006 without cause or in connection with a change in
control, he would have received the following benefits under his employment agreement: (i} a lump sum
payment of $1,800,000 equal to three times his current base salary, plus three times his target bonus
potential for the year, (u)_veatmg of any unvested stock options then held by Mr. DeMarco and
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(i) continued participation by Mr. DeMarco and his family in the Company’s group health insurance .
benefits on the same terms as during his employment until the earlier of one year following his termination-
or procurement of health care coverage through another employer, provided that if the Company’s .
insurance carrier will not allow for such benefits continuation the Company shall pay the premiums
required to continue Mr. DeMarco’s group health care coverage during the period under the applicable
provisions of the Consolidated Omnibus Budget Reconciliation Act of 1985 (“COBRA”). « '

Under Mr. DeMarco’s agreement, a change in control is deemed to have occurred in the event of any
one of the following occurrences: (i) the acquisition by an individual person or éntity or a group of
individuals or entities acting in concert, directly or indirectly, through one transaction or a series of related
transactions of more than 50% of the Company’s outstanding voting securitics; (ii) a merger or )
consolidation of the Gompany with or into another entity after which the Company’s stockholders
immediately prior to such transaction hold less than 50% of the voting securities of the surviving entity; .
(iii} a sale of all-or substantially all of the Company’s assets; or (|v) the change in the majority of the Board
pursuant to a successful hostile proxy contest.” . -

On March 28, 2005, we entered into Change in Control Agreements (the “Change in Control
Agreements”) with Ms. Lund and Mr. Edwards (each an “Officer” and collectively the “Officers”), which
were subsequently Amended and Re%tated on March 28, 2006. The terms of these agreements provide that
upon a change in control of the Company, the Officers shall be entitled to accelerated vesting of 50% of all
of their outstandmg and unvested stock options and any applicable stock appreciation rights. Upon the
one-year anniversary or a Triggering Event (as defined below), whichever occurs first, all remaining
unvested stock options and applicable stock appreciation rights shall be fully vested. Addltlonally, in the
event of a termination without cause the Officers shall be entitled to accelerated vesting of 100% of all of
their outstanding and unvested stock options and any applicable stock appreciation rights.

The Change in Control Agreements also provide for severance payments to the Officers as follows:
(1) if an Officer is terminated without cause, the Officer is entitled to (A) severarice compensation equal to
one year of the Officer’s base salary then in effect, (B) continuation of the Officer’s then current health
insurance coverage at the' same cost to the Officer as prior to termination for a period of one year
following termination, and (C) the vesting of any then unvested stock options held by the Officer or (ii) if
an Officer voluntarily resigns after a change in control as a result of a material change in the nature of such
Officer’s role or job responsibilities or the relocation of such Officer’s pnnc1pal place of work to a location
more than thlrty (30) miles from such Officer’s work location immediately prior to the change in control
(each a “Triggering Event”), the Officer shall be entitled to: (A) severance compensation, equal to two
years of the Officer’s base salary then in effect, plus the Officer’s maximum bonus amount for two years
and (B) continuation of the Officer’s then current health insurance coverage at tlie same cost'to the
Officer as prior to termination for a period of two years following termination or resignation.

Under the Change in Control Agreements, a Change in Control is deemed to have occurred in the
event of (i) the acquisition by an individual person or entity or a group of individuals or entities acting in
concert, directly or indirectly, through one transaction or a series of transactions, of more than 50% of the
outstanding voting securitics of the Company; (i) a merger or consolidation of the Company with or into
another entity after which the stockholders of the Company immediately prior to such transaction hold less
than 50% of the voting securities of the surviving entity; (iii) any action or event that results in the Board
consisting of fewer than a majority of Incumbent Directors (“Incumbent Directors” shall mean directors
who either (A) are directors of the Company as of the date of the Change in Control Agreements, or ..

(B) are-elected or nominated for election, to the Board with the affirmative votes of at least a majority of
the Incumbent Directors at the time of such election or nomination); or (iv) a salc of ali or substantlally all
of the assets of the Company. = | +

R . R T . .
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Under her Change in Control Agreement, if Ms. Lund had been terminated without cause on
December 31, 2006, she would have received the following benefits: (i) severance compensation equal to
one year of her bas¢ salary then in effect in the amount of $225,000, (i) continuation of her then current
health insurance coverage at the same cost to her as prior to her termination for a period of one year
following termination and (iii) the vesting of any unvested stock options then held by Ms. Lund. If
Ms. Lund had voluntarily resigned on December 31, 2006 following a Triggering Event and a Change in
Control she would have received the following benefits: (i) severance compensation equal to two years of
her base salary then in effect in the amount of $450,000, (ii) continuation of her then current health
insyrance coverage at the same cost to hef as prior to her termination for a period of two years following
termination, and (m) the vestmg of any unvested stock options then held by Ms. Lund.

Under-his Change in Control Agreement, if Mr. Edwards had been terminated w1thout cause on
December 31, 2006, he would have received the following benefits: (i) severance compensation equal to’
ohe year of his base salary then in effect in the amount of $215,000, (ii) continuation of his then current
health insurance coverage at the same cost to him as prior to his termination for a period of one year
following termination and (iii} the vesting of any unvested stock options then held by Mr. Edwards. If
Mr. Edwards had voluntarlly resigned on December 31, 2006 following a Triggering Event and in
“onnectlon with a Change in Control he would have received the following benefits: (i) severance
.ompensatlon equal to two years of his base salary then'in effect in the amount of $430,000,

{ii) continuation of flns then current health i insurance coverage at the same cost to him as prior to his
termination for a period of two years following termination, and (jii) the vesting of any unvested stock
options then held by Mr.. Edwards.

e

DlRECT OR COMPENSATION

The fo]lowmg quarterly retainer and committee fees were payable to the Company s non- employee
Dlrectors durmg the flscal vear ended December 31, 2006:

" Quarterly Retainer ... ... e e $3,500

Audit Committee Chair........... oot - $3,000 '
Audit Committee Chair Regular Meeting Fee................... $2,000 _

,  Audit Committee Chair Calls ................ e P .. 31,000
Other Audit Committee Matters . ...... e $1,000 to $4,000*
Commnttee Chair Retamer ................................ ... $1,000
Board Meetings.........cooovvniiaann. H ~ $4,000
"Board Conference Calls. . .........ouernnreinnaaans. .. 82,000
Committee Meetings. . ..........coovievnnnn.. o e .. $1,000
Committee Conference Calls - ......oovurveeeseseeeeinnnnenn, $500

i Annual Stock Option Grant . ... . e e 20,000 shares

I . 3

* - (as determined by Board Chairman)
All fees are pald quarterly in arrears.

-The Directors compensation schedule was approved by the Board on June 2, 2004 upon
recommendation of the Committee and was maodified on November 18, 2004 with respect to Audit
Committee and Audit Committee Chair fees in light of the increased responsibilities of the Audit .
Committee as a result of the Sarbanes-Oxley Act. Additionally, in February 2005 the Board approved a
Non-Management Directors Stock Fee Program whereby our.non-management Directors may elect to
receive all or a portion of their fees in shares of our common stock, Further, in July 2005, the Board
approved a Non-Management Directors Stock Option Fee Program similar to the Non-Management
Directors Stock Fee Program, whereby our non-management Directors may elect to receive all or a
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portion of their accrued Directors fees in the form of a fully-vested stock option grant. If elected under .-
either of these plans, the common stock, or the exercise price of the stock option grant, each such erector
shall recéive, is valued based on the closing tradmg price of our common, stock on the tradmg day . \
immediately preceding the regularly scheduled Board Meeting for the respectlve quarter in which the
Directors fees are being paid. Our Directors also receive reimbursement for all out-of—pocket expenses
related to their duties, including, but not limited to, travel, car rentai and lodging fees.

The following table sets forth the fees paid to those members of the Company’s Board for the fiscal
year ended December 31,2006: . .. = . . e e e .

ead 0 !

@ = - - (b) @y W
RS R S Fees Earned or  Option " - o
Paid in Cash Awards, . Total 4

Name () ) )]

Scott I. Anderson. ........... ...l S 79,600 161,788 240,788

Bandel L. Carano ......... AU — - 177,039(2) 177,039
William A. Hoglund ... ....... e e 59,500 161,784 221,284
SCOtB.JAIVIS © v eveeeveannienannns L 69,000 161,788 230,788
Andrew M. Leitch(3) ........ T s 32,750 12,550 45,300
Masood K. Tayeb1(4) ........................ . 38000 . ~_ 38,000 ,

1 . - v
e, . - . ' ' [N y FUUR | _.‘ Vet . Lot

(1) The amounts shown in column (d) represent the compensation costs of stock options for financial
;_reporting purposes for fiscal year 2006 under. FAS 123(R), rather than an amount paid to or realized
by the Company’s Dlrectors The FAS 123(R) value as of the grant date; for the stock option grants is
spread over the number of. months of service required for the grant to become non-forfeitable.

' Compensatlon costs shown in column (d) reflect ratable amounts .expensed for grants that were, madeJ
in prior fiscal years and the exercise price of the subject stock option-grants are above current market
values. There can be no assurance that the FAS 123(R).amounts will ever.by reahzed by the
Company’s Directors.

. FAN

(2) - Includes fully yested stock option grants granted to Mr. Carano in lieu of accrued Directors Fees as
folIows ‘ '

. March 22 2006, stock optlon to purchase 4,511 shares of common stock granted at. -
$3. 88/sharc in lieu of $17,500 accrued Directors Fees, which option is‘fully vested, has an-exercise
pnce of $3.88 per: share and expires on March 22, 2016;

[}

b. May 17, 2006, stock option to purchase 2,304 shares of common stock granted at
$3.69/share in lieu of $8,500 accrued Directors Fees, which option is fully vested, has an exercise price
of $3.69 per share and expires on May 17, 2016;

[ . ' " Y B

c. September 6, 2006, stock option to purchase 1,556 shares of common stock granted at..
$2.25/share in licu of $3,500 accrued Directors Fees, which option is fully vested, has an exercise: pr1ce
of $2.25 per share and expires on September 6, 2016; and . -

d. November 15, 2006, stock option to purchase 5, 896 shares of commor stock granted at o
2.29/share in lieu of $13,500 accrued Directors Fees, which option is fully vested, has an exercise pl‘lCC
of $2.29 per share and expires on November 16, 2016.
W
(3) Effective May 17 2006, Mr. Leitch’s term as a Director of the Company explred
(4) Effectwe March 6 2007, Dr. Tayebi resigned as a Dlrector of the Company '

Lo : v . r': S

113




Compensation Committee Interlocks and Insider Participation - '

The Compensation Committee is comprised entuely of independent dlrectors None of the members
of our Compensanon Committee is or has ever been one of our officers or “employees. No mterlockmg
relationship exists between our Board ot Compensatxon Committee and the board of d:rectors or
- compensation committee of any other entity.

Compensation Committee Report

The Committee has reviewed and discussed the Compensation Discussion and Analysis required by
Item 402(b) of Regulation S-K with management and, based on such review and discussions, the
Committee recommended to the Board that the Compensation Discussion and Analysis be included in this
Annual Report on Form 10-K.

_ THE COMPENSATION COMMITTEE
; Bandel L. Carano '
Scot B. Jarvis
William A. Hoglund

I'tem 12. .S"ec‘urity Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters
Ownership of more than 5% '

- The following table shows stock owriership information as of July 31, 2007 with respect to beneficial
ownership of our common stock and our Series B Convertible preferred stock by each person known to us
10 be the beneficial owner of more than 5% of such stock. As of July 31, 2007, there were 74,061, 650 shares
of our common stock and 10,000 shares of our Series B preferred stock issued and outstanding. - '
Information with respect to beneficial owners of more than 5% of the common stock is based upon the
most recent Schedule 13G these owners have filed with SEC.

Beneficial Ownership{1)}

Series B Convertible Commeon Shares On An
Common Stock Preferred Stock As-Converted Basis
Identity of Owner or Group Shares % Ownership Shares % Ownership Shares % Ownership
ICM Asset Management. . ....... 3,717,872 502 . . — e 3,717,872 4.95
601 W. Main Avenue, Suite 600 '
" Spokane, WA 99201 a RN : o .
T.RowePrice................... 5,996,762 8.10 — — 5,996,762 7.99
100 E. Pratt Street ' ' o '
Baltimore, MD 21202
State of Wisconsin Investment :
Board.................. e 5,488,365 7.41 — —_ 5,488,365 7.31
P.O.Box 7842 . - '
Madison, WI 53707 A o
Massih Tayebi BridgeWest LLC .. 6,054,898(3) 8.18,  — — 6,054,898 8.07
4350 La Jolla Village Drive, -
Suite 450

San Diego, CA 92121

L

{1) This table is based upon information supplied principal stockholders and Schedules 13G filed with the
SEC, and the information is not necessarily indicative of beneficial ownership for any other purpose.
Under such rules, beneficial ownership includes any shares as to which the individual or entity has sole
or shared voting power or investment power and any shares as to which the individual or entity has the
right to acquire beneficial ownership within 60 days of July 31, 2007 through the exercise of any stock
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option or other right. The inclusion of such shares, however, does not constitute an admission that the
named stockholder is a direct or indirect beneficial owner of, or receives the économic benefit from,
such shares. Applicable percentages are based on 74,061,650 shares of common stock, and 10,000
shares of Series B convertible preferred stock outstanding on July 31, 2007,

(2) These securities are owned by various individual and institutional investors, which Price Associates
serves as an investment adviser with power to direct investments and/or sole power to vote the
securities. For purposes of the reporting requirements of the Securities Exchange Act of 1934, Price
Associates is deemed to be a beneficial owner of such securities; however Price Associates expressly
disclaims that it is, in fact, the beneficial owner of such securities.

(3) Does not include 52,762 shares held by spouse of Massih 'I‘ayebl Massih Tayeb1 disclaims beneﬁmal
ownership of such shares. .

Ownership by Directors and Executive Officers

"“The following table shows the amount of our common stock and our Series B convertible preferred
stock beneficially owned by our (i) our Directors, (ii) each of the named executive officers in the Summary
Compensation Table, and (iii) our Directors and executive officers as a group. All information in the
following table is presented as of July 31, 2007. Unless otherwise indicated in the table set forth below,
each person named below has an address in care of the Company’s principal executive offices.

Beneficial Ownership(1)

Series B Convertible . Common Shares On An
Common Stock Preferred Stock As-Converted Basis
Identity of Owner or Group Shares % Ownership Shares % Ownership Shares e Ownership
Directors . .
Scottl. Anderson .................1.. 734,012(2) ot - —_ 734,012 *

¢/o Cedar Grove Investments, LLC

4825 Issaquah Pine Lake Road

Sammamish, WA 9807
BandelL.Carano .................... . 5,535,701(3) 7.46 — -—_ 5,535,701 736 -

(ak Investment Partners - ‘ N . '

425 University Avenue, Suite 1300 ‘

Palo Alto, CA 94302 .

Eric M. DeMarco . e 2,032,949(4) . 2.67 —_ — 2,032,949 2.64
William A, Hoglund .. ............. L 251,626(5) * — T 251,626 oo
434 35th Avenue '
KSeattle, WA 98122 ‘ . I ; . .
SCOt B JAIVIS. . .t eieranereeeennns 734,012(6) . — — 734012 o

¢fo Cedar Grove Investments, LLC
3825 Issaquah Pine Lake Road * : '
Siammamish, WA 9807
Masood Tayebl(?) .................... 6,466,529(8) 8.73 — —_— , 6,466,529 . 861
4350-La Jolla Village Drive, .
Suite 450 San Diego, CA 92121

Officers o .

Deannalund ............ ... ... ... 407,615(9) * — - 407,615 *

James R.Edwards. . ................., 351,216(10) e, L —. = 351,216 iy

D. Robin Mickle . . .................. g 155,823(11) T — — - 155,823 .

Dariush G. Alipanah(12) .............. 7,545 Lo _ — 7,545 Lt

All Drirectors and Officers as a Group , . R ' ) '
(Llpersons) ...................... 16,807,909(13) 22.69% — —_— 16,807,900 22.39%

Toral Shares Outstanding . . ............ 74,061,650 ’

Adjusted for Preferred Shares

Conversion Series B )

If Converted Additional Shares. .. ..... 1,000,000
Adjusted Common Shares (If Converted) . 75,061,650

* Less than one percent.
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(1) This table is based upen information supplied by officers, directors and principal stockholders and Schedules 13G filed with the
SEC, and the information is not necessarily indicative of beneficial ownership for any other purpose. Under such rules,
beneficial ownershlp includes any shares as to which the individual or entity has sole or shared voting power or investment
power and any shares as to which the individual or cmlly has the right to acquire beneficial ownership within 60 days of July 31,
2007 through the exercise of any stock option'of other right. The in¢lusion of such sharcs, however, does nol constitute an
admission that the named stockholder is a direct or indirect beneficial owner of, or receives the economic benefit from, such
sharés. Applicable percentages are based on 74,061,650 shares of common stock, and 10,000 shares of Series B convertible
preferred stock outstanding on July 31, 2007. In addition, shares issuable pursuant to options which may be exercised within 60
days of July 31, 2007 are deemed to be issued and outstanding and bave been treated as outstanding in calculating the
percentage ownership of those individuals possessing such interest, bm not for any other individual, pursuant to SEC Rule 13d-

(1), ,
(2) lacludes 130,000 shares $ubject to optlona exerc1sablc wlthm 60 ddyS of July 31 2()07

+

(3) Includes 149, 546 shares subject to options exercisable wuhm 60 days of July 31, 2007. Includes 2,554 shares of common stock
held directly by Mr. Carano, 14,828 shares of common stock held by Oak Investment Partners VI, L.P. , 346 shares of common
stock held by Oak V1 Affiliates Fund, L.P., 1,402,084 shares of common stock held by Oak Investment Parmers [X, Limited
Partnership, 14,942 shares of common stock held by Oak IX Affiliates Fund, Limited Partnership, 33,655 shares of common
stock held by Oak IX Affiliates Fund-A, Limited Partnership, 48,957 shares held by Oak IX Affiliates, LLC, 3,808,026 shares of
common stock held by Oak Investment Partners X, Limited Partnership, 61,123 shares of common stock held by Oak' X
Affiliates Fund, Limited Partnership. Bandel Carano is a general partner of Qak Investment Partnérs VI, L.P., Oak VI
Affiliates Fund, L.P.; Oak Investment Partners IX, L.P.,, Oak [X Affiliates Fund, L.P., Oak IX Affiliates Fund-A, L.P., Qak 1X
Affiliates, LLC, Oak Investment Partners X, L.P, and Oak X Affiliates Fund, L.P. Mr. Carano has indirect ownership of these
shares and has shared power to vote and dispose of these shares. Mr. Carano disclaims beneﬁcml ownershlp of the shares held
by Oak Investment Partners VI, L.P., Oak VI Affiliates Fund, L.P., Oak Investment Partners 1X, L.P., Oak IX Affiliates Fund,
L.P., Oak IX Affiliates Fund A, LP., Oak IX Affiliates, LLC, Oak Investment Partners X, L.P. and Oak X Affiliates Fund, L.P,

(4) Includes 7, 1949 shares held in the Company s 401(k) Plan and 1,975 000 shares subject to options exercisable within 60 days from
July 31 2007,

1 It . v

(5) lncludes 195,000 shares subject 10 options exercisable wnthm 60 days from July 31, 2007.
(6) Includes 130,000 shares subject to options exercisable within 60 days from July 31, 2007,
(7) Effective March 6; 2007, Masood Tayebi, resigned from our Board.

(8) Includes 6,466,529 shares held directly by Masood K. Tayebi or over which Dr. Tayebi has sole voting power. Excludes: 404,693
shares held directly by Dr. Tayebi's spouse; 2,000,000 shares held in a revocable living trust of which Dr, Tayebi’s spouse is
trustee; and 646,137 shares held in a grantor retained annuity trust of which Dr. Tayebi’s spouse is trustee. Dr. Tayebi disclaims
beneficial ownership of all such shares.

(9) Includes 7,615 shares held in the Company's 401(k) Plan and 400,000 shares subject to options exercisable within 60-days frorn '
July 31, 2007. ‘ ‘

(10) Includes 7,251 shares heid in the Company's 401(k) Plan and 340,000 shares Sub_]f:Ct 1o options exercisable within 60 days from
July 31, 2007. .

(11) Includes 5,823 shares held in the Company’s 401{k} Plan and 150,000 shares subject to options excrcisqbfe within 60-days of
July 31, 2007. . T

(12) Effective June 1, 2007, Mr. Alipanah’s employment with the Company was terminated in connection the Company s sale of all
of the assets of its Engineering Division.

(13) Includes 3,592,134 shares subject to options exercisable wnthm 60 days of July 31, 2007.

Item 13.  Certain Relationships and Related Transactions, and Director Independence

In December 2005, our Board made the decision to exit our Mexican operations and certain of our -
other deployment businesses in South America. Prior to this decision, these operations had been repoited’
in our Wireless Network Services segment. We determined that these-operations meet the criteria to be
classified as held for sale. Accordingly, we have reflected these operations as discontinued in accordance
with SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.” Our South
American deployment operations were substantially shut down as of the end of December 2005.

1
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On February 17, 2006, we entered into a definitive agreement with Sakoki LLC to divest all of our
operations in Mexico for total approximate cash consideration of $18 million, payable in installments,
subject to adjustment, which approximates the net book value of the operations, including $13.2 million of
liabilities associated with a loss contingency. The transaction was finalized on March 10, 2006. The
transaction was structured as a sale of our subsidiaries in Mexico, and the purchase price consisted of
$1.5 million in cash paid on February 17, 2006, plus a secured promissory note in the principal amount of
$16.5 million which was payable in installments through December 31, 2006, subject to adjustment. The
note is secured by pledges of assets and a personal guaranty

1

" In makmg this dec1s1on our Board considered a number of busmes'a factors occurring in the region to
arrive at the conclusion that the divesture was in the best interests of our stockholders. The benefits
associated with this transaction would improve our free cash flow, improve overall liquidity, and allow us to
focus more of our resources on our domestic operdnons including investing in the growth of our
government business.

The decision to divest the Mexican operations was prompted by the changing business climate in
Mexico and a review of the strategic alternatives for our free cash flow. Unfavorable contractual terms that
had been proposed by our largest customer in Mexico would further increase the extensive working capital
required to operate a Mexican deployment company while pricing pressure threatens to adversely affect
the future profitability of the. Mexican operations. Further, the refinements of the cell site build plans by
our largest customers had resulted.in the cancellation of a number of sites that we were building in Mexico
and certain South American locations. This resulted in a write-off of unrecoverable expenses of
approximately $5.0 million in 2005, for which we had not been able to negotiate any termmatlon
settlements with our customers to offset these costs

The purchaser Sakoki LLC a newly formed entrty is controlled by Massih Tayebi. Although Massih
Tayebi has no current role with the Company, he was one of our co-founders, having served as our Chief
Executive Officer from inception in 1994 through September 2000, and as one of our Directors from
inception through April 2002. In addition, at the time of the transaction, Massih Tayebi owned or controls
approximately 11% of the total voting power of our capital stock. He is also the brother of Masood Tayebi,
the former Chairman of our Board. Masood Tayebi had no personat financial interest in the transaction.
has never had any role with the entity that purchased the Mexico operations. The transaction was approved
by the disinterested members of our Board of Directors. after consideration of other expressions of interest
and a valuation analysis by an independent firm.

Sakoki LLC paid the note in full to the Company in Decembeér 2006 and the Company released all*
secured assets to Massih Tayebi.

Based upon a review by disinterested members of management and our Board regarding the terms of
comparable transactions available from or involving third parties, we believe that all transactions with
. related parties described above were made on terms no less favorable to us than could have been obtained
from unaffiliated third parties. All transactions between the Company and related parties are subject to
review by the Audit Committee and the independent members of the Board.

Procedures for Approval of Related Party Transactions

Under its charter the Audit Committee of our Board is charged with reviewing all potential related
party transactions.” Our policy has been that the Audit Conimittee, which is comprised solely of -
independent, disinterested Directors, then recommends such related party transactions to the entire Board
for further review and approval. All such related party transactions are then required to be reported under
appllcable SEC rules. Otherwise, the Company has not adopted procedures for review of, or standards for
apptoval of, these transactions, butinstead reviews such transactions on a casé-by-case basis.

Y
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ltem 14.  Principal Accountant Fees and Services SR

v . _ " Fiscal 2005, _Fiscal 2006

Audzr Fees(1). . oo e $2,642,755 $3,045,734
Audit-Related Fees(2). .. ......... .. cooiiiiiiiiiiinen.n. ... $ 130000 $ —
Tax Fees(3) .......................... e -5 62573 % —
AII Other Fees(4).................... e e $ 0- 3 -

(1) Audit Fees consist of fees billed and expected to be billed for professionzil services rendered for the
integrated audit of our consolidated annual financial statements and review of the interim
consolidated financial statements included in dquarterly reports and services that are normally
provided by Grant Thornton in’ connection with statutory and regulatory filings-or engagements, *

{2) Audit-Related Fees consist of fees billed and expected to be billed for assurance and related services
that are reasonably related to the performance of the audit or review of our consolidated financial
statements-and are not reported under “Audit Fees.” This category includes fees related to due
diligence services pertaining to poteritial business acquisitions/disposition; and consultation regarding
accourting or disclosure treatment of transactions or events and/or the actual or potential impact of '
final or proposed rules; standard or interpretation by the SEC, FASB or other regulatory or standard-
‘ setting bodies. General assistance with implémentation of the requirements of SEC rules or llsnng

- "standards promulgated pursuant to the Sarbanes- Oxley Act of 2002. :

4

{3) Tax Fees consist of fees billed and expected to be billed for professmnal services rendt.red for tax
compliance, tax advice and tax planning. These services include assistance regarding federal state and
tocal tax compliance, planning and advice; international tax compliance, planning and advice; review
of federal ‘state, local and international income franchising and other tax returns.

{4y All Other Fees consist of fees for products and services other than the services reported above.

v

" The Audit Committee’s policy 1s 10 pre- approve all'audit and permissible non-audit services provided
by our independent auditors. These services may include audit services, audit-related services, tax services
and other services. Pre-approval is generally provided for up to one year and any pre-approvil is detailed”
'a$ to' the particular service or categoty of sérvices. The Audit Committee has delegated pre:approval o
authority to the Audit Committee Chairperson. The independent auditor and management are required to
periodically report to the Audit Committee regarding the extent of services provided by the 1ndependent
auditor in accordance with this pre-approval.

PART IV
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l IColn‘solidated State}nents of Operations for the Years Ended December 31, 2004, 2005 end 2006

» . Consolidated Statements of Stockholders’ Equity for the Yearq Ended December-31, 2004, 2005
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Consq]idated Statements of Cash Fl‘ows for the Years Endpd December 31, 2004_, 2005 aqd 2006
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All other schedules for which. provision is made in the applicable accounting regulations of the SEC

are not requlred under the related instructions or are mapphcable and therefore have been omitted. -

TN a o,
(2) Exhrbrts ., N T
AR ;'lneox_-mrated'b!' Reference
A . . Filing Filed-
Exhibit ot Date/Period  Furnished
Number . Exhrbrt Descnplmn ,Form End Date Herewith
21 Stock Purchase Agreement by and among the Company, IMA * S1  ° 08/18/99 Y
Associates, Inc. d/b/a TLA Associates, and the Stockholders C
of IMA 'Associates, Inc., dated as of January 27,:2005. _ oo ’
22  Equity Purchase Agreement, dated Febriiary 17,2006, by and " BK  02/23/06"
betweén Sakoki LLC'and the Company. - . T ’ ot
23 Addendum and Waiver Related t the Eqhity Purchase ~ *~ ~ '0-Q  06/30/06 °,.
Agreement, dated June 26, 2006, by and between Sakoki LL.C S
and the Company. PR . RN ane Lt . . ’ '
2.4  Merger Agreement, dated AugustS 2006 by and’ among the UK ."08/11_1/0‘6""‘ 1
Company, WFI Government Services, Inc., MRC Merger _ o
Company,- Inc. and ‘Madison Research Corporanon AL U LT T
2.5  Agreement dated as'of March 9, 2007 by and between LcC - ¢ o
Wireless Engineering Services Limited and the.Company.. ... - - 7 o E
26  Asset Purchase Agreement, dated May 29, 2007, by and 8K' -1 05/30/07~
between the Company and LjCC,Internationql,'_Inc._ fonn ey awlan e de s o
2.7  Asset Purchase Agreement, dated July 7,:2007, byand - - TBK - - 07712/07- - :
between the Company and Burgundy Acquisition S
Corporation. Cen TSR PR ST S T
3.1  Amended and Restated Certificate of Incorporatton decd e 010-Q 09/30/01
3.2  Bylaws in effect since Novmeber's, 1999. S S 08/18/99
33 Certificate of Designations, Preferences and Rrghts of - ‘10-0 09!30/01 L,
Series A Preferred Stock. C ”" - o , e
3.4 Certificate of De51gnatrons Preferences and nghts of , 8 K/A 06105./02_31 NPT
Series B Preferred Stock. T o f Y o o T
3.5  Certificate of Designation of Series C Preferred Stoek 8:K- 12/17/04,.
41 Reference is made to Exhibits 3.1'and 3.2 AT A 1oniy SRR R
42  Specimen Stock Certificate. “+ AR o Lot 810 . - 081899
43  Rights Agreement, dated as of December 16, 2004 between 8-K 1217/04 ' |
the Company and Wells Fargo, NJA. 17 V2 B R I R e
' -, ' ’ , SRR PR AP
10.1 1997 Stock Option Plan. ’ e - T8 08/18/99
. . 1
102 Form of Stock Option Agreement pursuant to the 1997 Stock  S-1/A ‘ 09/10/99 =
Option Plan and related terms'and conditions. . T "R B L
103 1999 Equity Incentive Plan, "+ = ‘7ot b T 1 A TS - 08/1899 7 ' -
10.4  Form of Stock Option Agreement pursuant to the 19994 svult " SIH/A -~ -09/10/991'4 cra
Equity Incentive Plan. - R T AN C A R
10.5 1999 Employee Stock Purchase Plan and related offering S-1 08/18/99
documents.
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T Incorporated by Reference -
, Filing Filed-
Exhibit ST e e g - Date/Period  ‘Furnished
Number Exhibit Description Form End Date 7 Herewith
10.6  Form of Indemnity Agreement by and between the Company 51 08/18/99'
and certain officers and directors of the Company.
10.7° . 2000 Nonstatutory Stock Option Plan. 10-Q  09/30/00 .
10.8 * Formi of Stock Option Agreement and Grant Notice used in lp-Q . 09/30/00 - :
connection with the 2000 Nonstatutory Stock Optlon Plan. S
10.9  Executive Employment Agreement by and between the 5 10-K | . 12/26/03 | .
Company and Eric DeMarco effective November 14, 2003. . Loy
10.10 Amended and Restated Severance and Change of Control 10-K . 12/31/05
Agreement dated March 28, 2006 between the Company and | L ;
Deanna Lund. . ) _ ‘J " o
10.11  Amended and Restated'Severance and Change of Control 10-K . 12/31/05 .
Agreement dated March 28, 2006 between the.Company and \ . .
James Edwards. I
10.12 Nongqualified Deferred Compensation Plan. o W10-K 12731405
10.13 2005 Equity Incentive Plan. . : “S8-8 . 08/01/05 .
10.14  Form of Stock Option Agreement pursuant to the 2005 © 88 . .0801/05-
Equity incentive Plan. " L
10.15 Credit Agreement, dated as of March 16, 2005, by andamdng .10-K: - '12/31/05¢ 4
the Company, Keybank National Association and Keybank . B LI
Capital Markets. - R R
10.16 Credit Agreement, dated October 2, 2006, by and among the 8-K 08/14/06
Company;'’KeyBank:-National Assaciation and Keybanc, P R VR SO
Capital Markets as lead arranger and sole b00k runner, dated
October 2, 2006. _
10.17 Note Sale Agreemént'dated July 3, 2007, by and between 8K . 07/10/07
SPCP Group, LLC and the Company. o ' T
10.18 Asmgnn?ent Agreement dated July 3, 2007, by-and among the * SK _ . 07/10/07
Company, SPCP Group LLC, LCC Internatlona! Inc and ' ' T
Bank of America, N.A. : e R
10.19 Form of Restricted Stock Unit Agreement and Form of - 8K N 0117407
Notice of Grant under-the Company’s 2005 Equity Incentive e T
Plan. . ‘ L , v .
10.20 Severance and Change of Control Agreement dated asof _ S : *
July 12, 2007 between the Company and Laura L. Siegal. : .
211  Listof Sub51d1arles . ‘ I ‘ » *
23.1 Consent of lndependent Reglstered Pubhc Accountmg Firm. - o0 *
232 Consent of Independent Registered Public Accounting Firm. R vt
311

Certification of Chief Executive Officer, Eric M. DeMarco, . W *,
pursuant to Section 302 of the Sarbanes Oxley Act of 2002. O
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' _Incorporated by Reference

: Filing Filed-
Exhibit ) X . _ Date/Period Furnished
Number ) - Exhlbn Description Form " End Date' -~ Herewith
31.2  Certification of Chief Financial Officer, Deanna Lund, - I *
pursuant to Section 302 of the Sarbanes Oxley Act of 2002 oo
321 Certification pursuant to 18 U.S.C. Section 1350, as adopted . CoL *
pursuant to Section 906 of the Sarbanes—Oxley Act of 2002 for
Eric M. DeMarco.
322 Certification pursuant to 18 U.S.C. Section 1350, as adopted *
pursuant to Section 906 of the Sarbanes- Oxley Act of 2002 for
Deanna Lund. .
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Report of Independent Registered Public Ac¢ounting Firm

Board of Directors and Stockholders
Wireless Facilities, Inc.

We have audited the accompanying consolidated balance sheets of Wireless Facilities, Inc. and -
subsidiaries (the Company) as of December 31, 2006 and 2005, and the related consolidated statements of
operations, stockholders’ equity and cash flows for the years then ended. These consolidated financial
statements are the responsibility of the Company's management. Our- responsnbrllty is to express an opinion
on these consolidated financial statements based on our audits.

v ‘ )

We conducted our audits in accordance with the staridards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial stateinents are free of material misstatement. An audit :
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement preseﬁtation‘. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material -
respects, the financial position of Wireless Facilities, Inc. and subsidiaries as of December 31, 2006 and
2005, and the results of their consolidated operations and their cash flows for the years then ended in
conformity with accounting principles generally accepted in the United States of America. '

As discussed in Note 1 to the consolidated financial statemeénts, the Company adopted Statement of
Financial Accounting Standards No. 123R, “Share-Based Payments,” on January 1, 2006.

As described in Note 2, the accompanying consolidated financial statements for the year ended -
December 31, 2005 have been restated. -

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the effectiveness of the Company’s internal control over financial reporting as of
December 31, 2006, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission and our report dated September 10, I
2007 expressed an unqualified opinion on management’s assessment of, and an adverse opinion on the
effectiveness of the Company’s internal control over financial reporting.

/sif GRANT THORNTON LLP

Los Angeles, California
September 10, 2007
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders e , <
Wireless Facilities, Inc.: . '

We have audited the accompanying consolidated statements of operations, stockholders’ equity, and
cash flows of Wireless Facilities, Inc. and subsidiaries (the Company) for the year ended December 31,
2004. These consolidated financial statements are the responsibility of the Company’s management. Qur
responsibility is to express an opinion on these consolidated financial statements based-on our audit.

We conducted our audit in accordance with'the standards of the Public Company Accounting
Oversight Board (United States). Those standards require:that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on, a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as-well as evaluating the overall financial statement prescntanon We believe that our
audit provides a reasonable basis for our opinion. _ .o : ; N '

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the results of operations and cash flows of Wireless Facilities, Inc. and subsidiaries for the year
ended December 31, 2004, in conformity with U.S. generally accepted accounting principles. . - .

As discussed in Note 2 to the consolidated financial statements, the consohdated financial stdtements
for the year ended December 31, 2004 have been restated. '

/s/ KPMG LLP - - S

San Diego, California . .
March 24, 2005, except for the 2004
related information in Notes 2 and 4,
whichi is a5 of September 10, 2007 _ . o o

124




WIRELESS FACILITIES, INC.

Consolidated Balance Sheets

t% i 'Detember 31,2005 and 2006

(in milliens, except par value and number of shares)

Assets
Current assets: |

Cash and cash equivalents. . ................
Restrictedcash .......... e eeaaaaas :
Accounts receivable, net .. .4 L. . L.
Income taxes receivable . ... ... ... .. ... s
Prepaidexpenses.. ...
Other current assets . ... .ocovvvvvrvennns .
Current assets of discontinued operations. . . . ..
Total current assets . ..o v e v
Property and equipment, net .................
Goodwill .. .o v e e i i e,
Other intangibles, net ... . .. e
Deferred taxassets . .. ....ooinrenvnnnrnnnnn
Investments in unconsolidated affiliates.........
Ot.he'r| Py =1 -
Non current assets of discontinued operations . . . .
Totalassets . . ............ e

Liabilities and Stockholders’ Equity
Current liabilities: b

Accountspayable ................ ... e
Accrued eXpenses . .. ...
Accrited compensation .. ... U
Lineoferedit. .......... .0 0o,
Billings in excess of costs on completed contracts
Deferred tax liabilities. . .........ovvonnnnn
"Tax contingencies . ....... e
- Accrual for contingent acquisition consideration
, Accrual for unused office space ......... P
Income taxes payable .....................
Capital lease obligations and other short-term debt

. Current liabilities of discontinued operations

Total current liabilities .. ................

........... P R e

0

..... L N T

.........................................

Capital lease obligations and debt, net of current POTHOM - o eeeeeeeieieeneennss e .
Accrual for unused office space, net of current portion ... ...l P

Other liabilities. .. ... ... oot
Other long term liabilities of discontinued operations

‘“Total liabilities. . . ....... ... iiiiiaat.

Commitments and contingencies (Notes 1, 6, 16 and 17)

Stockholders’ equity:

Preferred stock, 5,000,000 shares authorized Series B Convertible Preferred Stock, $.001 par value,
25,483 and 10,000 shares outstanding at December 31, 2005 and 2006, respectively (liquidation

preference $12.7 and §5.0, respectively) ... ..

Common stock, $.001 par value, 195,000,000 shares authorized; 72,188,449 and 73,883,950 shares
issued and outstanding at December 31, 2005 and 2006, respectively . . ........... ..o

Additional paid-incapital .. ................
Accumulated deficit ........... .. ...
Accumulated other comprehensive loss ... ...
Total stockholders’ equity .. .. ..o oot
Total liabilities and stockholders’ equity . . . . .

See accompanying notes to consolidated financial statements.
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{Restated)

$ 77§ 54

— 1.0
L1000 - 1157
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25 26
3.0 58!
" 633 8.0
1765 , . 1400
12.9 139
119.9 155.4
" 74 13.4
;166 ¢ 62
L 21 21
09 1.9
Y53 30
§ 3420 § 3359
$ 216 $ 269
159 13.1
11.2 139 -
_— 510
42. . 13
43 76
1.8 17
8.2 Y]
0.5 - 08
0.1 0.1
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2410 - 113
109.1 1439
04 . 00
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13, .. 29
0.3 02
1123 148.8
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(29 — |
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$ 342.0 $ 335.9




WIRELESS FACILITIES, INC.
" Consolidated Statements of Operations
Years ended December 31, 2004, 2005 and 2006
v (in milliens, except per share amounts)
2004 2005 2006
(Restated) {Restated)
Revenues.......ooviviiniiiiiiiiiiiianin., P $296.2 $337.7  $3278
Costof revenUes. .. ... i i i e i e 226.8 261.4 2743
Gross Profit. ... oo e 69.4 76.3 53.5
Selling, general and administrative expenses. . ............c.oiiivn. .. 49.9 61.5 63.0
Contingent acquisition consideration and restatement fees......... ... 139 (2.1) 0.1
Linpairment and restructuringcharges. ............ ... . oiiiin. e — — 21.8
Operating income (0SS} . . ..ottt ii i i . 5.6 169  (31.4)
Cther income {(expense): '
Interest income (expense), net ......... e 0.2 0.1 (0.6)
Foreign currency gain (loss).................. e ceees (0.1) 0.2 —
[mpairment of investment in unconsolidated affiliate & other
expenses, net....... O (2.9 - -
Otherexpenses,net................cooiin... e e — — (0.2)
 Total other income {expense), net ..........cviierivnneenanr . (2.8) 0.3 (0.8)
Income (loss) from continuing operations before income taxes ........ 28 17.2 (32.2)
Provision (benefit) forincome taxes. ......... ... . ... o L (0.6) 5.9 14.5
Income (loss) from continuing operations. . ... .. S 34 11.3 (46.7)
Income (loss) from discontinued operations. ........................ 11.6 (9.7) (11.2)
Net INCOME (10SS) . .o v vttt etee s eie et eaiee e iaereeanns $150 $ 16 $(57.9
Basic earnings (loss) per common share: ' -
Income (loss) from continuing operations. . . ... PR e cevee 3005 $ 015 $(0.69)
Income (loss) from discontinued operations. . ......... e 0.16 (0.13) (0.15)
Net income (loss) per commonshare: ...........cooviviieinn.. $ 0.21 $ 0.02 $(0.79)
Diluted earnings (loss) per common share: ‘ , , '
Income (loss) from continuing operations. . ............coveuen... $005 . 3015 $(0.69)
" Income (loss) from discontinued operations...............ccoovu. 0.15 (0.13) (0.15)
Net income (loss) per common share: .................. Cepeee. 8020 $ 002 $(0.79)
Weighted average common shares outstanding: -
Basic. ... . e e D 72.8 74.0 735
Diluted. . ... i 753 75.0 73.5

See accompanying notes to consolidated financial statements.
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WIRELESS FACILITIES, INC.

Consolidated Statements of Cash Flows

Years ended December 31, 2004, 2005 and 2006

(in millions)

Operating activities:
Net income (loss). .. ... P

Income (loss) from continuing operations. . ............cocvviinians
Adjustments to reconcile net income (loss) from continuing
operations to net cash provided by continuing operations:

Depreciation and amortization .. ......... oo i e ‘
Deferred income taxes ... ...t i e _

Asset impairment charges and net loss on disposition of fixed assets. .
Equity loss in unconsolidated affiliates .. .........................
Tax benefit (expense) from stock options . . .. .. s P
Provision (credit) for doubtful accounts . .. .. . P
Stock based compensation ...l

"Changes in assets and liabilities, net of acquisitions: .
Accounts receivable. . ... ... ... e perrenaaeas
Prepaid CXPEMSES . . . oo v vttt e
Otherassets .....covvvvrenrennn.. [

Accrued EXPensSes ... e
Accrued compensation. ........... ... ool LR
Tax contingencies . ... ... ...iuiieiiniiiiiannannnnn. PR
Accrual for contingent’acquisition consideration. ... ..... ... ...,

Billings in excess of costs on completed contraets ................ '

Accrual forunused office space ............. .. oo oo
Income tax payable .. ............... e e
Other labilities ...... ... i et

Net cash provided by continuing operations. ..................

Investing activities:

Sale/maturity of short-term investments .............. ... ...,
Cash paid for contingent acquisition consideration...................
Cash paid for acquisitions, net of cash acquired. .....................
Proceeds from the disposition of discontinued operations.............
Cash transferred to restrictedcash ... ............ ... ..o L
Investment in unconsolidated subsidiary.............. ... ... ...
Capital expenditures . . ... .. e

Net cash used in investing activities from continuing operations .
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2004 2005 2006
(Restated) (Restated)

$150. $ 1.6 $(57.9)
11.6 (9.7  (11:2)
3.4 113 . (46.7)
6.5 6.7 7.0
(L5) 5.6 13.7
— 0.1 20.3

, 3.1 — —
(0.7) — 0.1
(0.7) 0.5 e
2.4 287 116
(158) . (9.5) (3.5)
0.7 0.9 0.2
0.4 (2.1) (2.8)
13.6 @6 " 21
(18.7) 83" (6.6)
-(0.1) 0.7 2.7
(1.4) (0.1) (0.1)
14.4 eAY) 0.1
(0.8) (3.4) 3.1
(1.0) (0.9) 0.9
0.9 (1.1) 0.1
0.2) 0.1 (0.1)
3.1 14.2 2.1
27.5 7.6 —
(8.3) (17.1) (8.5)
(53.9) (33.6)  (59.1)
— —_ 18.9
— — (1.0)
(1.0) — —
(5.0) (6.9) (1.1)
407y . (50.0) (56.8)




WIRELESS FACILITIES, INC.
Consolidated Statements of Cash Flows (Continued)
Years ended December 31, 2004, 2005 and 2006 -

(in millions)

Financing activities:

Proceeds from issuance of commonstock............... ... . ...,

Proceeds from issuance of common stock under employee stock

purchaseplan....... ... ...
Borrowings under line of credit. . ................ ... L
Repayment under lineof credit. ............... . ... P
Repayment of capital lease obligations ..................c........

Net cash provided by financing activities from continuing

operations. ............o. i, e
Net cash flows of continuing operations. ..................ccvven...

(ash flows of discontinued operations (Revised—see Note 1(s)) |

Operating cashflows............ ... ... il
Investing cash flowS. .. ... ..o viie i, ..
Effect of exchange rates on cash and cash equivalents . ............
Net cash flows of discontinued operations .................

et decrease in cash and cash equivalents. . .......... e
Cash and cash equivalents at beginningof year .....................
Cash and cash equivalents atend of year. . .........................

Supplemental disclosure of cash flow information:

Cash (paid) received during the year for interest..................
Net cash paid during the vear for income taxes ...................

Supplemental disclosures of non-cash investing and financing
transactions:

Fair value of assets acquired in acquisitions . .....................
Fixed assetsfinanced. ......... ... ... ... o il P
Liabilities assumed in acquisitions ..................0.......... 0 ‘

See accompanying notes to consolidated financial statements.
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2004 2005 2006
{Restated) {Restated)
73 2.6' 0.5
34" 23 .
— 85.0
— —  (340)
(0.5) 04) _ (03)
10.2 4’5 512
274) _(313) __(35)
50 (102) (08)
(2.9) 22 7
(0.1) 1.0 27
2.0 (11.4) 12
254 @1 (23
758 50.4 77
'$504 § 77 § 54
$ 02 $ 02 $(02)
$ (090 $(L1) $ (0.7)
$621  $400 S 801
- $ 06 ° -
$ 71 $ 64 § 63




WIRELESS FACILITIES INC
Notes to Consolldated Financial Statements
Years ended December 31, 2004, 2005 and 2006

i Lot ' i ' T

Mote 1. Organization and Summary of Significant Accounting Policies .
(a) Descrlptmn of Business ' o ' _ .
Wireless Facilities, Inc. (“WFI”) was initially mcorporated in the state of New York.on December 19,
1994, commenced operations in March 1995 and was reincorporated in Delaware in*1998. WFI historically
conducted business in three segments: Wireless Network Services, Government Network Services and
Enterprise Network Services. WFI was an independent, global provider of outsourced communications
and security systems engineering and integration services for the wireless communications industry through
its Wireless Network Services division (“WNS”), the U.S. government through its Government Network
Services division (“GNS”), WFI Government Services, Inc., and enterpnse customers through IlS
Enterprise Network Services division (“ENS”)

In 2006, WFI was an mdependent provider of outsourced engineermg and network deployment S
services, security systems engineering and integration services and other technical services for the wireless .
communications industry, the U.S. government, and enterprise customers. » T,

In 2006 and 2007, the Company undertook a transformation strateé'y that culminated in the divestiture
in 2007 of its wireless-related businesses and chose to aggresstvely pursue business with the federal
government, primarily the U.S. Department of Defense through strategic acqunsmon See Note 19,
Subsequent Events.

(b) Principles of Consolidation . _ . .

The consolidated financial statements include the accounts of WFI and its wholly-owned and
majority-owned subsidiaries. WFI and its subsidiaries are collectively referred to herein as the “Company.”

In 2003, the Company acquired three privately-held companies as part of its Enterprise Network
Solutions segment (now Enterprise Network Services) that provides voice, data, security, system design,
deployment, integration and monitoring for enterprise networks. In 2004, the Company acquired two
privately-held companies as part of its Government Network Services segment that provides systems
engineering, systems integration and the outsourcing of technical services such as operational test and
evaluation and program management. In 2005, the Company acquired one privately-held company as part
of its Government Network Services segment that provides services including network engineering,
network infrastructure support, information assurance, apphcatlon development and managed services,
including network maintenance and monitoring, to government agencies. On October 2, 2006 the
Company completed the acquisition of Madison Research Corporation, which is also in the Government
Network Services segment. See Note 6 for additional details regarding these acqmsmons

All inter-company transactions have been eliminated in consolidation: Investments in unconsohdated
affiliates are accounted for using the cost method and equity method. The cost method is used for
companies in which the Company owns less than 20% and for which the Company has no significant:
influence.

(c) Fiscal Calendar

On November 7, 2006, the Board of Directors (the “Board”) of the Company approved a change in
the fiscal year end from the last Friday in December to December 31. Concurrently, the Board approved a
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change in the interim fiscal periods to provide that the last day.of the fiscal quarter shall be the last day of
the calendar month of each quarter. As a result, the end of fiscal 2006, which would have ended on
December 29, 2006, ended as of December 31, 2006. Prior to this change in fiscal year, the Company
operated and reported using a 52-53 week fiscal year ending the last Friday in December. As a result, a
fifty-third week was added every five or six years. Under the prior reporting system, each 52 week fiscal
year consisted of four equal quarters of 13 weeks each, and each 53 week fiscal year consists of three

13 week quarters and one 14 week quarter. The change in fiscal year will not be applied to periods prior to’
the quarter ended September 30, 2006, and, consistent with prior reports, all prior fiscal periods presented
or discussed in this report have been presented as ending on the last day of the nearest calendar month.
The transition period from December 30 to December 31 2006 dld not result in a material impact to the
2006 f1nanc1al statements, . . ‘

oo ) . U L PR

(d) Cash Equivalents and Short-Term Investments

The Company’s cash equivalents consist of its highly hquld investments with an original mdturlty of
three months or less when purchased by the Company. The Company has evaluated its investmentsin |
accordance with the provisions of Statement of Financial Accounting Standards (SFAS) No. 115, ' :
“Accounting for Certain Investments in Debt and Equity Securities.” Based on such evaluation, the
Company’s management has determined that all of its investment securities are properly classified as
available-for-sale. Based on the Company’s intent and board-approved investment policy and its ability to
liquidate debt securities maturing after one year, the-Company classifies such short-term investment
securities within current assets. Avatlable for-sale securitigs are carried at fair value, with unrealized gains
and losses reported as a separate component of Stockholders’ Equity within the caption “Accumulated
Other Comprehensive Income (Loss).” The amortized cost basis of debt securities is penodncally adJusted
for amortization of premiums and accretion of discounts to maturity. Such amortization is included asa
component of interest income (expense), net. The amortized cost basis of securities sold is based on ‘the
specific identification method and all such realized gains and losses are recorded as a component within
other income (expense). Intcrest and dividends on securlnes ClaSSlﬁed as available-for-sale are 1nc|uded in
interest income.. . ! P . -

"As a result of the Company’s acquisition of Madison Research Corporation, on December 31, 2006 we
had approximately $1.0 million in restricted cash related to collateral required for two foreign letters of
credit issued outside of our credit facility. On June 5, 2007, the cash collateral became unrestrlcted upon
cancellation of the two letters of credit. \ -

(e) Inventory S ‘ i .

Inventories are stated at the lower of cost or market and are compnsed typlcally of supp]les ‘including’
parts and materials. The Company regularly revnews inventory quantities on hand, future purchase
commitments with its suppllers, and the estimated utility of its inventory. If the Company review indicates
a reduction in U[llll’y below carrying value, it reduces its inventory to a new cost basis. As of December 31,
2006 and December 31, 2005, the Company had $2.3 million and $1.3 million, respectlvely, of lnventones
which were reflected in Othér Current Assets on the Consolldated Balance Sheet, net of reserves of $0.2
million and 30.1 mIlllOIl respecnvely : . e o ¥

(f) Property and Equlpment, Net ' ' ' " S © Cod

Property and equipment consists primarily of computer, field testing and office-related equiprnent and
is recorded at cost. Equipment acquired under capital leases is recorded at the present value of the future
minimum lease payments. Depreciation is calculated using the straight-line method over the estimated
useful life of each asset, which is one to three years for computer equipment, five years for furniture and
office equipment, and five to ten years for software for the Company’s enterprise systems. Equipment
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acquired under capital leases is amortized over the shorter of the lease term or the estimated useful life of:
the asset. Improvements, which significantly improve and extend the useful life of an asset, are capltahzed
over the shorter of theléase period or the estimated useful life. Expenditures for mamtenance and repalrs
are charged to operations as incurred.

In accordance with Statement of Position 98-1, “Accounting for the Costs of Computer Software,,
Developed or Obtained for Internal Use” (“SOP 98-17), the Company expenses all internal-use software
costs incurred in the prehmmary project stage and capitalizes certain direct costs assoc1ated withthe .

'development and purchase of internal-use software within property and equnpment Capitalized costs are
amortlzeq on a straight-line basis over the estimated useful lives of the software.

(g) Goodwnll and Other Intanglhle Assets, Net

In accordance with SFAS No. 142, “Goodwill and Other Intangible Assets ” we classify mtanglble
assets into three categories: (1) intangible assets with definite lives subject to amortization, (2) intangible
assets with indefinite lives not subject to amortization, and (3) goodwill. We test intangible assets with
definite lives for impairment if conditibns exist that indicate the carrying value may not be recoverable.
Such conditions may include an economic downturn in a geographic market or a change in the assessment .
of future operations. We record an impairment charge when the carrying value of the definite lived |,
intangible asset is not recoverable by the cash flows generated from the use of the asset.

Intangible assets with indefinite lives and goodwill are not amortized. We test these intangible assets
and goodwill for impairment at least annually, typically in the fourth quarter, or more frequently if events
or circumstances indicate that such intangible assets or goodwill might be impaired. All goodwill is
assigned to our operatmg segments. We perform our impairment tests of goodwill at our reporting unit .
level. Such u‘npalrment tests for goodwill include comparing the fair value of the respective reporting unjt
with its carrying value, including goodwill. We use a variety of methodologies in conducting these
impairment tests, 1ncludmg discounted cash flow analyses. When appropriate, we consider the assumptlons
that we beheve hypothetical marketplace participants would use in estimating future cash flows. In
addition, where appllcable an appropriate discount rate is used, based on the Company’s cost of capital
rate. When the fair value is less than the carrying value of the intangible assets or the operating segment,
we record an impairment charge to reduce the carrying value of the assets to fair value. These impairment
charges are generally recorded in other operating charges.

4
o

“The Company determines the useful lives of identifiable intangible assets after considering the specific
facts and circurhstances related to each intangible asset. Factors considered when determining useful lives
include the contractual term of any agreement, the history of the asset, the Company’s long-term strategy
for the, use of the.asset, any laws or other local regulations which could impact the useful life of the asset,
and other economic factors, including competition and specific market conditions. Intangible assets that
are deemed to have. definite lives are amortized, generally on a stralght line basis, over their useful lives,
ranging from 1 to 10 years. The estimated remaining useful lives also range from 1 to 10 years. Refer to
Note 3.

(h) Revenue Recogmtlon o - ‘ ' o ‘ Do

The Company provides services to customers under three primary types of contracts: fixed-price; time
and materials; and cost reimbursement. The Company realizes a significant portion of its revenue from -
long-term contracts and accounts for these contracts under the provisions of Statement of Position
(SOP) 81-1, “Accounting for Performance of Construction-Type and Certain Production-Type Contracts.”
Revenue on fixed-price contracts is recognized using the percentage-of-completion method of accounting ™
based on the ratio of total costs incurred to date compared to estimated total costs to complete the
contract. Estimates-of costs to complete include materials, direct labor, overhead, and allowable general
and administrative expenses (for government contracts). While the Company generally does not incur a
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material amount of set-up.fees for its projects, such costs, if any, are excluded from the estimated total
costs to complete the.contract. Cost estimates are reviewed monthly on an individual contract basis, and
are revised periodically throughout the life of the contract such that adjustments to profit resulting from
revisions are made cumulative to the date of the revision. In certain instances in which the Company is
awarded work on a phase by phase basis rather than on a total pr0]ect basis such as the Company s large
deployment program with a national carrier to build cellular sités in certain geographlcal regions in the
U.S,, it is impractical to estimate the final outcome of the project margin, but it is certain that the
Company will not incur a loss on the project, the Company may record revenue equal to cost incurred, ata
zero profit'margin. In the event that the cost incurred to date may be in excess of the funded contract
value, the Company may defer those Costs until the associated contract value has been funded by the
customer. As of December 31, 2006, the Company deferred costs of $1.1 million in excess of funded
contract value and has recorded this amount in other current assets. There was no comparable balance as
of December 31, 2005. Once the estimate of the final outcome of the project margin is determined, the
Company will record revenue using the percentage-of-completion. method of accounting based on the ratio
of total costs incurred to date compared to the estimated total costs to complete the project. The full
amount of an estimated loss associated with a'contract,is accrued and charged to operations in the period it
is delermmed that it is probable a loss will be realized from the performance of the contract.

Significant management Judgments and estimates, mc]udmg the estimated costs to complete projects,
which determine the project’s percentage of completion and profit margin must be made and used in
connection with the revenue recognized in any accounting period. . o

“Accordingly, the revénue the Company recognizes in a given financial reporting period depends on
f1) the costs the Company has incurred for individual projects, (2) the Company’s then current estimate of
the total remaining costs to complete the individual projects and (3) current estimated contract value
associated with the prolects In the Company s wireless network services business, the estimated contract
value and costs are impacted by the ‘estimated humber and mix of site types that we may be assigned. If, in
any’period, we significantly increase 'or decrease our estimate of the total costs to complete a project,
and/or reduce or increasé the associated contract value, revenue for that period would be impacted. To the
extent that the Compariy’s estimates fluctuate over time of differ from actual results, gross margins in
subsequent périods may vary sngmflcantly from previous estimates, Material differences may result in the
amount and timing of the Company’s revenue for any period if management made different judgments or
utilized different estimates. In the event the Company is unable to provide reliable cost estimates on a
given project, the Company records revenue using the completed contract method. There are no contracts
for which the Company utilized the completed contract method for the vears ended December 31, 2006
and December 31, 2005. . . L

- Many of the Company’s contracts in Wireless Nétwork Services are master service agreements under
which the Company is contracted to provide services to deploy a'pre-determined and specific number of -
sites in spe(:lflc gedgraphic markets. These agreements are typically recognized on multiple projects to
account for revenue under the combination or slegmentatlon guidelines of SOP 81-1. These contractual
arrangements with the Company’s customers typically include milestone biltings. The milestone billing
clauses relate specificaily to the timing of customer billings and payment schedules, and are independent of
the Company’s right to payment and the timing of when revenue is recognized. Under the terms of
substantially all of the Company’s contracts, if a contract is terminated without proper cause by the
customer, if the customer creates unplanned/unreasonable time delays, or if the customer modifies the
contract tasks/scope, the Company has contractual rights to reimbursement in accordance with the terms
and conditions regarding payment for work performed, but not yet billed (i.e., unbilled trade accounts
receivable)-at a gross profit margin that is consistent with the overall project margin. Furthermore, certain
additional provisions compensate the Company for additional or excess costs incurred, whereby any scope
reductions (i.e., reduction in original number of sites awarded) or other modifications are subject to .
reimbursement of costs incurred to date with a reasonable profit margin based on the contract value and
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completed work at that time. The inherent aforementioned risks associated with the presence of potential
“partial milestone billings” or “reductions-in scope” are reflected in the Company’s ongoing periodic -
assessment of the “total contract value” and the associated revenue recognized. Total net vnbilled
accounts receivable at December 31, 2005 and December 31, 2006 were $46.8 million and $47.9 million,
respectively. The Company periodically performs work under authorizations to proceed or work orders
from its customers for which a formal purchase order may not be received until after the work has | -
commenced. As of December 31, 2006, approximately $3.6 million of the Company’s unbilled accounts ,
receivable balance weré under unapproved change orders or claims. The Company expects that.’
substantially all of the unbilled balances as of December 31, 2006 will be billed within one year as billing
and performance milestones are achieved.

Revenue from certain time and materials and fixed-price contracts are recognized when realized or
realizable and earned, in accordance with Staff Accounting Bulletin (SAB) 101, as revised by SAB 104
(recognized when services are rendered at contracted labor rates, when materials are delivered and when
other direct costs are incurred). Additionally, based on management’s periodic assessment of the .
collectibility of its accounts receivable, credit worthiness and financial condition of customers, the
Company determines if collection is reasonably assured prior to the recognition of revenue.

The Company S government network services business with the U.S. government and prime
contractors to the U.S. government is generally performed under cost reimbursable plus fixed fee, fixed-
price or time,and material contracts. Cost reimbursable contracts for the government provide for
reimbursement of costs plus the payment of a fee. The Company records the fee as costs are incurred.
Under fixed-price contracts, the Company agrees to perform certain work for a fixed price. Under time
and materials contracts, the Company is reimbursed for labor hours at negotiated hourly billing rates and
is reimbursed for travel and other direct expenses at actual costs plus applied general and administrative
expenses. Under certain of the Company’s contractual arrangements, the Company may also recognize
revenue for out-of-pocket expenses in accordance with EITF 01-14 “Income Statement Characterization of
Reimbursements Received for “Out-of-Pocket Expenses Incurred.” Depending on the contractual
arrangement; these expenses may be reimbursed with or without a fee.

Under certain of its contracts, the Company provides supplier procurement services and materials for
its customers, The Company records revenue on these arrangements on a gross or net basis in accordance
with EITF 99-19, “Reporting Revenue Gross as a Principal versus Net as an Agent,” depending on the
specific circumstances of the arrangement. The Company considers the following criteria, amongothers,
for recording revenue on a gross or net basis: - T o

(1) Whether the Company acts as a prmClpal in the transaction;
(2) Whether tne Company takes title to the products; _ ‘

‘ (3) . Whether the Company assumes risks and rewards of ownﬁership, such as risk of loss for
collection, delivery or returns; :

(4) Whether the Company serves as an agent or broker, with compensatlon 0N a commission or
fee basis; and

(5) Whether the Company assumes the credit risk for the amount billed to the customer
subsequent to delively.
(i) Allowance for Doubtful Accounts

The Company maintains an allowance for. doubtful accounts for estimated tosses resultmg from the
inability of its customers to make required payments, which results in bad debt expense. Management .
periodically determines the adequacy of this allowance by evaluating the comprehensive risk profiles of all
individual customer receivable 'ba}ances including, but not limited to, the customer’s financial condition,
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credit agency reports, financial statements and overall current economic conditions. Additionally, on
certain contracts'whereby the Company performs services for a prime/general contractor, a specified
percentage.of the invoiced trade accounts receivable may be retained by the customer until the project is
completed. The Company periodically reviews all retainages for collectibility and records aliowances for
doubtful accounts when deemed appropriate, based on its assessment of the associated credit risks. Total
retainages included.in accounts receivable were $1.5 million and $1.2 million at December 31, 2005 and
2006, respectively. In addition, $0.2 million of retainages at December 31, 2006 that are expected to be
paid after 2007 are included in other assets (long term). Changes to estimates of contract value are
recorded as adjustments to revenue and not as a component of the allowance of doubtful accounts.
Allowances for doubtful accounts on billed accounts receivable as of December 31, 2005 and December 31,
2006 were $0.8 million and $0.5 million, respectively.

The following table outlines the balance of the Company’s Allowance for Doubtful Account for 2004,
2005 and 2006. Tt ldennfres the additional pl‘()VlSlOHS each year as well as'the wnte-offs that utilized the
allowance. -

Bal v : ' .
at Begizll:ic:g of Write-offs/ Balance
Allowance for Doubtful Accounts : Year Provisions  Recoveries  at End of Year
Year ended December 31,2004 ......... $1.4 $05 | $(0.7) $1.2
Year ended December 31,2005 ......... $1.2 $03 _ %07 508

Year ended December 31,2006 .....,... ‘$08 $(0.1) $(0.2) 1805

(j) Income Taxes

The Company records deferred tax assets and liabilities for the future tax consequences attrrbutable to
differences between the financial statement carrying amounts of existing assets and liabilities and their
respective tax bases and operating loss and tax credit carryforwards. Deferred tax assets and liabilities are
measured using enacted tax rates expected to apply to taxable income in the years in which-those
temporary differences are expected to be realized. The effect on deferred tax assets and liabilities of a
change in tax rates is recognized in income in the period that includes the enactment date,

The Company maintains a valuation allowance on the deferred tax assets for which it is more likely
than not that the Company will not realize the benefits of these tax assets in future tax periods. The
valuation allowance is based on estimates of future taxable income by tax jurisdiction in which the-
Company operates, the number of years over which the deferred tax assets will be recoverable, and
scheduled reversals of deferred tax habllmes

In assessmg the realizability of deferred tax assets, management considers, on a perlodlc basis,
whether it is more likely than not that some portion or all of the deferred tax assets will not be realized. As
of December 31, 2006, Management has concluded that an increase to the valuation allowance was
required based on its overall assessment of the risks and uncertainties related to its future ability to realize
and utilize the Company’s deferred tax assets. Accordingly, management believes the current valuation
allowance on deferred tax assets is sufficient and properly stated at December 31, 2006.

(k) Stock-Based Compensation

Effective January 1, 2006, the Company adopted the provisions of Statement of Financial Accounting
Standards No. 123R (“SFAS 123R”), “Share-Based Payments,” which requires the measurement and .
recognition of compensation expense for all share-based payment awards to employees and directors based
on estimated fair values. SFAS 123R supersedes the Company’s previous accounting methodology using
the intrinsic value method under Accounting Principles Board Opinion APB No. 25, “Accounting for
Stock Issued to Employees.” Under the intrinsic value method, no share-based compensation expense
related to stock option awards granted to employees had been recognized in the Company’s Consolidated
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Statements of Operations, until the complétion of the Equity Award Review in 2007 as adjustments to
record stock-based compensation expense were identified. The Company has no awards with market or
performance conditions.

On November 10, 2005, the FASB issued FASB Staff Position No. FAS 123(R)-3, “Transition
Election Related td Accounting for Tax Effects of Share-Based Payment Awards.” The Company has
electzd to adopt the alternative transition method provided in this FASB Staff Position for calculating the
tax effects of share-based compensation pursuant to FAS 123R. The alternative transition method includes
a simplified method to establish the beginning balance of the additional paid-in capital pool (APIC pool) /
related to the tax effects of employee share-based compensation, which is available to absorb tax ¢
deficiencies which could be recognized subsequent to the adoption of FAS 123R

The Company adopted SFAS 123R using the modified prospective trdnmtlon method Under thls
transition method, compensation expense recognized during the year ended December:31, 2006 mcluded
(a) compensatnon expense for all share-based awards granted prior to, but not yet vested, as of .
Decémber 31, 2005, based on the grant date fair value estimated in accordance with the original provisions
of SFAS 123, and (b) compensation expense for all share-based awards granted subsequent to
December 31, 2005, based 'on the grant date fair value estimated in accordance with the provisions of
SFAS 123R. In accordance with the modified prospective transition method, the Company’s consolidated
financial statements for prior periods have not been restated to reflect the impact of SFAS 123R. The -
Company adopted SFAS 123R as of January 1, 2006 and had $11.6 million related to equity awards for
continuing operations and $0.3 million related to equity awards for discontinued operations that was
expensed for the year ended December 31, 2006.

The following table shows the amounts recognized in the financial statements for the fu]l year of 2006
from continuing operations for share-based compensation related to employees (in millions, except per
share data). In addition, for the twelve months ended December 31, 2006, there was no incremental tax -
benéfit from stock options exercised in the period due to expected tax losses for the year The Company
reco:ded cash received from the exercisé of stock options of $0. 5 million.

I . ' . . . FullYear - .+ '

ended
December 31,
2006
COSE OF TEVEIUES. . o v\ vttt e e et ettt et e e aaes $ 41
Selling, general and administrative. ... ... i i 7.5
Total cost of employee share-based compensation included in operating loss,
before INCOME $AX ... ... i i i i e ae 11.6
Amount of income tax recognized in €arnNings ... .......... ... i il i —
Amount charged against income from continuing operations. .................. 11.6
Amount charged against income from discontinued operations................. 0.3
Total charged againsStincome ... ... o ittt i e $ 119
{mpact on net income (loss) per common share:
BasiC. . oo e e e e e $(0.16)
DHIULEd. . ot e e $(0.16)

The proforma effects of recognizing estimated compensation expense under the fair value method on
net income and earnings per common share for the years ended December 31, 2004 and 2005 were as
follows (in millions, except per share data):
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RECONCILIATION OF STOCK-BASED COMPENSATION EXPENSE FOR 2004 AND 2005
* (In ]IlllllOl'lS, except per share data) .

Year Ended December 31, 2004

. Year Ended December 31, 2005
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Adjustment Adjustment.
. for Stock- - . for Stock-
¢ : As 'Based As 'As * Based © o As o
E Reported Compensation Restated  Reported Comipensation - Restated
Net income (loss)..._. e $ 50 .. $100 ., $150..% 37 52y $.16
Add: Stock-based compensat:on o . .
' expense included in net income’ T Wy o
(lOSS). vt e et 02 . 22 24, 01 2.7, 2.8
Deduct: Stock-based compensation '
expenseé determined under the S
fair'value method. .. .. ceeeeree (163) 0 027 (16.1) - (42.8) (5.1) (47.9)
Net income (loss)éﬁrol'forma..‘.‘.. $(11.1) - $124 $ 13 ° $(39.0) © $ (45 $(433)
Net income (loss) per share : L , B
(basic)...... ot $ 0.07 . $021 . %005 $ 0.02
Net incoine (loss) per share ' : o - T
(basic)—‘prb forma ....:...... © $(0.16) " ©-$002  $(053) 0 - $(059)
Net income (loss) per share' o ' S
(diluted)...........0. 0. ... . $007 T $020 $005 $ 0.02
Net income (loss) per share o .
“(diluted)—pro forma...:....... ©$(0.16 $ 002 §$(052) .- $(0.58)
- Weighted average.shares: . , . : L .
" Basic—as reported............... 67T o 72.8 74.0 74.0
Basic—proforma................ (677 72:8 74.0 74.0
Diluted—as reported............. 67.7 75.3 75.3 75.0
Diluted—pro forma..... e, 67.7 75.3 753 75.0




(I} Net Income (Loss) per Common Share

The Company calculates net income (loss) per share in accordance with SFAS No. 128, “Earnings Per
Share”. Under SFAS,No. 128, basic net income (loss) per common share is calculated by dividing net
income (loss) by the weighted-average number of common shares outstanding during the reporting period.
Diluted net income (loss) per common share reflects the effects of potentially dilutive securities:
Weighted average shares used to compute basic and diluted net income (loss) per share are presented
below (in millions):

2004 2005 2006
{Restated) (Restated)

Net income (10S8). .. .ot e er e $15.0 $ 1.6  $(579)
Shares used in basic per share amounts: o -

Weighted average common shares outstanding ............ 72.8 74.0 735

- Shares used in diluted per share amounts: .

Dilutive effect of stockoptions . .. ....................... 25 10 + —

Dilutive weighted average shares .............:..oooo a0 - 753 75.0 735 -
Basic net income (loss) pershare ...........covveiienan.. $0.21 $0.02  $(0.79)
Diluted net income (lossy pershare ........................ $0.20 $0.02  $(0.79)
Anti-dilutive weighted shares from stock optlon‘; excluded

fromcalculation. . ... ... i 5.0 7.4 12.2
Average per share market value of common stock .... . ..... ' $9.80 $633  $ 332
Average outstanding stock option price pershare............ $9.30 $6.28 $ 6.20

{m) Impairment of Long-Lived Assets and Long-Lived Assets to Be Disposed Of

On January 1, 2002, the Company adopted SFAS No. 144, “Accounting for the Impairment or
Disposal of Long-Lived Assets”, which addresses financial accounting and reporting for the impairment or
disposal of long-lived assets. While SFAS No. 144 supersedes SFAS No. 121, “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed Of”, it retains many of the
fundamental provisions of SFAS No. 121, including the recognition and measurement of the impairment of
long-lived assets to be held and used, and the measurement of long-lived assets to be disposed of by sale.
Long-lived assets and certain identifiable intangibles are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount of an asset may not be recoverable.
Recoverability of assets to be held and used is measured by a comparison of the carrying amount of the
assets to future net cash flows (undiscounted and without interest) expected to be generated by the asset. If
such assets are considered to be impaired, the impairment to be recognized is measured by the amount by
which the carrying amount of the assets exceeds the fair value of the assets. Assets to be disposed of are
reported at the lower of the carrying amount or fair value less costs to sell,

The Company completed its annual impairment test as required under the provisions of SFAS No.142
during the fourth quarter of 2006 and did determine that there was an impajrment of goodwill for the
Enterprise Network Services segment. Our annual impairment test resulted in a non-cash impairment
charge of $18.3 million related to the write-down of goodwill for the acquisitions made in the Enterprise
Network Services segment. The fair value of goodwill was estimated by taking into consideration recent
performance, expected future performance and industry trends, using a combination of a discounted cash
flow model and a market approach mode! which takes into consideration comparable businesses and
market transactions. In addition, $1.8 million of equipment related to a wireless LAN system that the
Company had installed and operated in the Enterprise Network Services segment was impaired in the
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fourth quarter of 2006 based upon recent trends regarding free WiFi and WiMAX servicesand the . - »
resulting impact to the realizability of this network,

We also concluded based on this analysis the intangible assets for ENS were not impaired.

L] . . +

(n) Fair Value of Financial Instruments

SFAS No. 107, “Disciosures about Fair Value of Financial lns"t'ruments,” requires that fair values be
disclosed for the Company’s financial instruments. The carrying amounts of cash and cash equivalents,
short-term investments, accounts receivable, accounts payable, accrued expenses, line of credit and
approximate fair value due to the short-term nature of these instruments,

(o) Comprehensive Income (Loss) . _ .

SFAS No. 130, “Reporting Comprehensive Income,” establishes rules for the reporting of :
comprehensive income (loss) and its components. Comprehensive income (loss) consists of net income and
other gains and losses affecting shareholders’ investment that, under accounting prmc1p]es Beneral]y
accepted in the United States of America are excluded from net income (loss). .

‘

The components of other comprehensive income (loss) are as follows: = - : . "

. 2004 2005 2006

v . - (Restated) (Restated) -
Netincome (1088).......ooviiviiiiiiiiiiii ... SN -$15.0 ~$1.6 $(57.9)
Foreign currency translation adjustment/reclassification . ., . _ 02 0.9 29
Comprehensive income (loss) . ........c..coiiiiiin. .. : 152 . . $25 $(55.0)

The following table summarizes the components of accumulated other comprehensive loss: |

¥

C " December 31,  December 31,

o . L . ) 2005, 2006 .
Cumulative foreign currency translation adjustment. . .. .. .. e Lo 329) $0.0
Accumulated other comprehensive loss........ J $(2.9) . $0.0

(p) Foreign 'Currency- Translation -

Ini accordance with SFAS No. 52 “Foreign Currency Translation,” the financial statements of the )
Company’s foreign subsidiaries where the functional currency has been determined to be the local
currency are translated into United States dollars using year-end rates of exchange for assets and liabilities ’
and rates of exchange that approximate the rates in effect at the transaction date for revenues, expenses,
gains and losses.

0 o t

(q) Concentration of Credit Risk

Financial instruments, which potehtially subject the Company to coh'centrations of credit risk, consist
principally of cash and cash equivalents, short-term investments, trade accounts receivable and contract
management receivables. At times, cash and short-term investmenit balances held in financial institutions '
are in excess of federally insured limits. The Company performs periodic evaluatlons of the relative credit
standing of financial institutions and limits the amount of risk by selecting fmanc1a1 inStitutions w1th a
strong relanve credit standing.
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(r} Use of Estimates

The preparation of financiat statements in conformlty with Generally Accepted Accounting Principles
in the United States (US GAAP) requires managemént to make estimates and assumptions that affect the
reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting period.
Such estimates include revenue recognition, allowance for doubtful accounts, valuation of long-lived assets
including identifiable intangibles and goodwill, accountmg for income taxes including the related valuation
allowance on the deferred tax asset, accruals for partial self-insurance, contingencies and litigation and
contingent acquisition consideration. In the future, the Company may realize actual results that differ from
the current reported estimates and if the estimates that we have used change in the future, such changes
could have a material impact. :

(s) Reclassiﬁcations G |

- The accompanying statements of cash flows separately reflect the operating, investing and financing
portions of the cash flows attributable to its discontinued operations for each of the years presented. These
amounts were reported on a combined basis as a single amount in prior statements of cash flows. In
addition, the balance sheets and statements of operations have been reclassified to present the |
discontinued operations and certain prior period amounts have been reclassified to conform to the current
period presentation. , oo :

(t) Recent Accountmg Pronouncements

In June 2006, FASB issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes—an

interpretation of FASB Statement No. 109 (FIN 48), which clarifies the accounting for uncertainty in tax
positions. This Interpretation requires that we recognize the impact of a tax position in our financial
statements, if that position is more likely than not of being sustained on audit, based on the technical |

merits of the position. The provisions of FIN 48 are effective for fiscal years beginning after December 15,
20006, with the cumulative effect of the change in accounting principle recorded as an adjustment to
opening retained earnings. The application of this Statement will reduce our retained earnings on
January 1, 2007 by $0 3 million to mcredqe reserves for uncertain tax positions.

The SEC issued Staff Accountmg Bulletm No. 108 (“SAB 108”) in September 2006. SAB 108
expresses the views-of the SEC staff regarding the process of quantifying the materiality of financial.
misstatements. SAB 108 requires both the balance sheet and income statement approaches be used when
quantifying the materiality of misstatement amounts. In addition, SAB 108 contains guidance on correcting
errors under the,dual approach and provides transition guidance for correcting errors existing in prior
years. SAB 108 was effective in the Company’s fourth quarter of 2006. The adoption of SAB 108 did not
have a material impact on the Company’s consolidated financial statements.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“SFAS 1577). This
new standard provides guidance for using fair value to measure assets and liabilities and information about
the extent to which companies measure assets and liabilities at fair value, the information used to measure
fair value, and the effect of fair value measurements on earnings. This framework is intended to provide
increased consistency in how fair value determinations are made under various existing accounting
standards which permit, or in some cases require, estimates of fair market value. SFAS 157 also expands
financial statement disclosure requirements about a company's use of fair value measurements, including .
the effect of such measures on earnings. The provisions of SFAS 157 are effective for financial statements
issued for fiscal years beginning after November 15, 2007. The Company is in the process of determining
the impact of this statement on its consolidated financial statemeénts. -

In February 2007, the FASB issued FASB Statement No. 159, The Fair Value Option for Financial
Assets and Financial Liabilities—Including an Amendment of FASB Statement No. 115. This standard
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permits an entity to choose to measure many financial instruments and certain other items at fair value.
This option is available to all entities, including not-for-profit organizations. Most of the provisions in
Statement 159 are elective; however, the amendment to FASB Statement No. 115, Accounting for Certain
Investments in Debt and Equity Securities, applies to all entities with available-for-sale and trading
securities. Some requirements apply differently to entities that do not report net income. The FASB’s
stated objective in issuing this standard is as follows: “to lmprove financial reportmg by providing entities .
with the opportunity to mitigate volatility in reported earnings caused by measurmg related assets and
liabilities differently without having to apply complex hedge accounting provisions.”

The fair value option established by Statement 159 permits all entities to choose to measure eligible
items at fair value at specified election dates. A business entity will report unrealized gains and losses on
items for which the fair value option has been elected in earnings (or another performance indicator if the
business entity does not report earnings) at each subsequent reporting date. A not-for-profit organization
will report unrealized gains and losses in its statement of activities or similar statement. The fair value
option: (a) may be applied instrument by instrument, with a few exceptions, such as investments otherwise
accounted for by the equity method; (b) is irrevocable (unless a new election date occurs); and (c) is
applied only to entire instruments and not to portions of instruments,

Statement 159 is effective’as of the beginning of an entity’s first fiscal year that begins after -
November-15, 2007. Early adoption is permitted as of the beginning of the previous fiscal year provided:
that the entity makes that choice in the first 120 days of that fiscal year and also elects to apply the
provisions of FASB Statement No. 157, Fair Value Measurements. The Company is in the process of
determining the impact of this statement on its consolidated financiats statements.

Note 2. Restatement of Comp'any’s Consolidated Financial Statements -

The Company completed an internal Equity Award Review of its past practices for granting and
pricing stock options in August 2007. The voluntary review was initiated by its current executive
management team, with oversight from the Board of Directors and assistance from outside legal counsel.’

As a result of the findings of its equity award review, the accompanying consolidated financial
statements for the years ended December 31, 2005 and 2004 have been restated. The restated consolidated
financial statements include unaudited financial information for interim periods of 2005 consistent with
Article 10-01 of Reguiation S-X. See Note 18. Quarterly Financial Data. The Company also recorded
additional stock-based compensation expense and associated tax adjustments affecting the Company’s
préviously-reported financial statements for 1998 through 2003, the effects of which are summarized in
cumulative adjustments to its additional paid-in capital, deferred compensation and accumulated deficit
accounts as of December 31, 2003 in the amounts of $56.1 million, $6.6 million and $62.9 million,
respectively. See the Consolidated Statements of Shareholders’ Equity.

Impact on Previously Issued Reports and Financial Statements

Consistent with the relevant accounting standards and recent guidance from the Securities and
Exchange Commission (the “SEC™) as part of the Equity Award Review, the grants during the relevant
period were organized into categories based on grant type and process by which the grant was finalized.
The Company analyzed the evidence related to grants in each category as part of the Equity Award
Review. This evidence included, but was not limited 1o, electronic and physical documents, document
metadata, and witness interviews. The controlling accounting standards were applied to the relevant facts
and circumstances, in a manner consistent with the recent guidance from the SEC, to determine the proper
measurement date for every grant within each-category. If the measurement date was not the same as the
originally assigned grant date, accounting adjustments were made as required, resulting'in stock-based
compensation expense and related income tax effects, as detailed below.
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Based on the results of the Equity Award Review, the Company concluded that, pursuant to
Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees (“APB 25”), and
relevant interpretations, revised accounting measurement dates should be applled to a substantial number
of the stock option grants covering options for the purchase of 15.2 million shares of its common stock that
were awarded primarily between March 1998 and December 2003. The use of the revised measurement
dates for the affected option grants required the Company to record a total of $75.0 million in additional
deferred compensation, with substantially all of the i increase relatlng to option grants made before .
December 31, 2003. The Company has also recorded $38.2 million in additional stock-based compensation
expense for the years 1998 through 2005, reflecting the amortization of deferred compensation over the
relevant vesting periods, which was typically over four years. After aggregate payroll tax adjustments and -
income tax adjustments of $9.6 million, the restatement resulted in total net adjustments to net income
(loss) of $48.6 million for the years 1998 through 2005. This amount is net of forfeitures related to |
employee terminations of approximately $16.8 million. These amounts do not include the unauthorized
issuance of common stock charge of $0.6 million and $5.7 million in 2002 and 2003 related to
misappropriated.options by the Company’s former stock administrator described herein. The aggregate
amount of the Equity Award Review including the misappropriated options is $64.5 million comprised of -
the $58.2 million in additional stock-based compensation expense and.$6.3 million of a charge for
unauthorized issuance-of common stock. After aggregate other tax adjustments and income tax
adjustments of $9.6 million, the restatement resulted in total net adjustments to net income (loss) of $54.9
million for the years 1998 through 2005. Approximately $26.6 million of the stock-based compensation
expense was recorded in 2001, which was primarily due to cancellations from our Stock Option Cancel/Re-
grant Program, as described herein, which resulted in the remaining unamortized.deferred compensation .
being expensed upon the cancellation in March 2001. : '

None of the adjustments resulting from the Equity Award Review affected the Company’s previousty-
reported revenue, cash, cash equivalents or marketable securities balances in any prior periods. :

Former Stock Option Administrator

During the course of the Equity Award Review, the Company discovered that Vencent Donlan, a =
former stock option administrator, had engaged in a fraudulent scheme by which he misappropriated
options to purchase more than 700,000 shares of stock. 1ll-gotten gains from this scheme approximated
$6.3 million. The Company has brought an action against Donlan seeking return of the- fraudulently
obtained stock option proceeds. The Company also promptly alerted the SEC of our discovery in
March 2007. The SEC commenced an enforcement action against Donlan, and the U.S. Attorney’s Office
forwarded a grand jury subpoena to the Company seeking records related to Donlan and its historical
option granting practices. The Company has cooperated with, and intends to continue to cooperate with,
both the SEC and the U.S. Attorney’s Office in their actions.against Donlan and otherwise. Donlan has
consented to an injunction brought by the SEC and has plead guilty to federal criminal charges brought
against him by the U.S. Attorney’s Office. The Company has recorded an unauthonzed issuance of =
comrmon stock charge of $0.6 million and $5.7 million in 2002 and 2003, respectrvely, re]ated to this theft.
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Adjustments to Measurement Dates S ‘ R

. Asaresult of the Equity Award Review, the Company determmed under the criteria set forth in
APB 25 that opnon grants covering a total of 15.2 million of the shares of our common stock require ,
measurement date adjustments. For reasons that fell 1nto four categories,,the Company concluded that the
measurement dates originally used for those option grants did not meet the criteria to establish a
measurement date as set forth in APB 25 For some of those grants, more than one reason applled The
four categories are!

o

e Lack of Comempomneous Documentation. The Equity Award Review identiﬁed a number of 8
grants for.which the Company was unable to locate contemporaneous documentation confirming that
either a-:Compensation Committee approval occurred or the CEQ Award.Grants occurred on the indicated
grant date. The Company identified grants requiring measurement date adjustments under the criteria of
APB 25 when it was unable to locate contemporaneous documentation confirming that (1) a meeting
occurred on the grant date, (2) the CEO approved the grant on the grant.date, (3) the Compensation
Commtittee approved the grant on the grant date or (4) the identification of employee-recipients and grant -
amounts were finalized by the grant date. The affected grants involved options allowing the purchase of .
3.7 million shares of our common stock. Of these options, options to purchase 0.5 million shares were:
granted to Executive Officers, options to purchase 60,000 shares were granted to three of the Company’s
current Directors and options to purchase 3.1 million shares were granted to other employees.
Adjustments to the APB 25 measurement dates for the grants covered by these grants resulted in the
recording of additional deferred compensation of $25.9 million, and amortization:of stock-based ©+  *
compensation expense of $22.4 million, with the remaining $3.5 mllhon eliminated due to forfeitures and
terminations. - : B A R

 Date Selection/Indi¢ations of Other Dates. ' For twelve grant dates, the Equity Award Review: -
identified documents thiat indicated that the grant date for some options was selected, with the benefit of
hindsight after the date indicated on the unanimous written consent or after the CEO authorization form -
documenting the approval of those options. The affected awards on these twelve grant dates involved
option grants covering 7.0 million shares. Of these option grants, options to purchase 1.3 million shares
were granted to Executive Officers and options to purchase 5.7 million shares were granted to other |+
employees. Adjustments to the APB 25 measurement dates for these grants resulted in.the recording of
additional deferred compensation of $13.1 million and amortization of stock-based compensation expense
of $9.9 million, with the remaining $3.2 million eliminated due to forfeitures and terminations. Each of the .
twelve grant dates were on dates when the closing price of the Company’s common stock was at or near the
- lowest price-experienced during the previous 7.weeks or earlier: : : , b .

. SzébsequemAIlocalriohs In 1999, 2000, 2001, 2002 and 2003, the Company made large, broad based°
grants of stock options covering a substantial percentage of our employees. With respect to seven of the
broad-based grant dates, the Equity Award Review identified that it had not completed allocations of
options to individual employees by the time the grant was,approved by Compensatlon Committee. The
affectéd awards on these seven grant dates involved option grants covering 4.2 million shares. Of these
option awards, options to purchase 0.2 million shares were granted to Executive Officers and options to
purchase 4.0 million shares were granted to other employees. Adjustments to the APB 25 measurement
dates for these grants resulted in the recording of additional deferred compensation of $23.8 million and
amortization of stock-based compensation expense of $17.5 million, with the remaining $6.3 million
eliminated due to forfeitures and terminations.

e Pre-Hire Grants. The Company made certain grants in connection with offers of employment to
new employees were made on grant dates that preceded the employee’s hire date. These grants involved
options to purchase a total of 0.7 million shares. Of these option grants, options to purchase 0.2 million
shares were granted to Executive Officers and options to purchase 0.5 million shares were granted to other
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employees. Adjustments to the APB 25 measurement dates for these grants resulted in the recording of
additional deferred compensation of $7.9 million and amortization of stock-based compensation expense
of $3.9 million, with the remaining $4.0 million eliminated due to forfeitures and terminations.

Other Adjustments ) , .

During the course of the Equity Award Review, the Company identified some instances in which
adjustments to deferred compensation were reqmred that were not related to changes in measurement =
dates for the following redsons:

) Non-Emponee Grants. Certain grants made to consultants and board advisors under our incentive
stack option plan, which allowed only grants to employees. These grants were accounted for under APB 25
as if they were proper incentive stock option awards. In some instances, individuals were added to the .
Company’s payroli, even though they were not employees. The affected awards involved options to.
purchase 0.3 million shares, of which options to purchase 75,000 shares were issued to one of our Directors
prior to his joining WFI’s Board of Directors. To correctly account for these grants in accordance with -
SFAS 123 and EITF 96-18, “Accounting for Equity Instruments That are Issued to Other Than Employees
for Acquiring, or in Conjunction with Selling, Goods or Services”, we recorded $3.6 million in additional
deferred compensation durmg ]998 through 2003 and amortization of stock-based compcnsatlon expense
of $3.6 million.

4

. Modiﬁcanons of Existing Grams With respect to 0.3 million option grants, modifications were .
made to employee stock options that were not accounted for in accordance with APB 25. The
medifications included the extension of the post-service exercise period for vested stock options of
terminated employees and the acceleration of vesting for an Executive Officer, which resulted in -
$0.1 million of additional deferred compensation and amortization of stock-based compensation expense.
Adjustments to reflect the modification of terms in accordance with APB 25 resulted in the recording of
$1.3 million in additional deferred compensation and amortization of stock-based compensation expense
of $1.3 million, to properly account for these modifications. :

The Company previodsly recorded stock-based compensation expenses in prior periods for certain
former employees for whom, in connection with their terminations, the post-service exercise period for
vested stock options was extended or of the vestlng period of stock options was accelerated. Those charges
were accounted for correctly pursuant to APB 25. However, as a result of ad}ustments made in the
restatement, the previously-recorded deferred compematlon charge was reduced’ by $0.4 mllllon

During the course of the Equity Award Review, the Company discovered that a former stock optlon
administrator had engaged in a fraudutent scheme by which he misappropriated options to purchase more
than 700,000 shares of stock. Ill-gotten gains from this scheme exceeded $6.3 million, and the Company has
recorded an unauthorized issuance of common stock charge of $0.6 miltion and $5.7 million'in 2002 and
2003, respectwely, related to this theft. :

- Aggregate Financial Sta!ement lmpact of the Measurement Date and Other Adjustments Identified in the
Equity Award Review - :

The aggregate gross additional deferred compensation that the Company recorded for the years 1998
through 2003 as a result of information identified in the Equity Award Review is $75.0 million. The
aggregate gross additional deferred compensation that the Company recorded for the years 2004 through
2005 was an impact of approximately $0.5 million primarily as a result of reductions in deferred
compensation to reflect reductions in its stock price for option grants that were repriced and required
variable accounting treatment for grants issued prior to 2004. The aggregate gross additional deferred
compensation for the years 1998 through 2005 does not reflect the elimination of $16.8 million in deferred
compensation due to subsequent forfeitures related to employee terminations and cancellations. In
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addition, the remaining amount of deferred compensation totaling $0.1 million at December 31, 2005 was
eliminated in accordance with the provisions-of SFAS No. 123 (revised 2004), Share-Based Payment, or
SFAS 123R, which the Company adopted effective January 1, 2006. After these reductions, the. Company
recorded net additional stock-based compensation expense of $58.2 million for the years 1998 through 2005
in connection with its Equity Award Review. After related tax adjustments of $9.6 million, the restatement
. resulted in total net adjustments to net income (loss) of $48.6 million for the years 1998 through 2003.
These amounts do not include the unauthorized issuance of common stock charge of $0.6 miilion and $5.7.
million in 2002 and 2003, respectwely, related to misappropriated options by the Company’s former stock
administrator described herein. The aggregate amount of the Equity Award Review including the
misappropriated options is $64.5 million comprised of the $58.2 million in additional stock-based
compensation expense and $6.3 million of a charge for unauthorized issuance of common stock. After.
aggregate other tax adjustments and income tax adjustments of $9.6 million, the restatement resulted in
total net adjustments to net income (loss) of $54.9 million for the years 1998 through 2005. The
adjustments did not affect the Company’s previously-reported revenue, cash cash equivalents or
marketable securities balances in any prior period.

Related Tax Ad;ustments - ' o

In'the Company’s restated financial statements for 1998, 1999, 2000 and 2001, the Cém[:;uny recorded
income tax benefits of $0.5 million, $1.6 million, $3.5 million, and $7.3 million, respectively, with respect to
additional stock-based compensation expense relating to U.S.-based income. At December 31, 2002, the
Company had no additional net deferred tax assets for additional stock-based compensation expense as
such amounts were offset by a valuation allowance. No tax benefits were recorded for additional stock-
based compensation expense recorded during 2002 as such amounts were offset by a valuation allowance
because the Company did not believe such additional deferred tax assets were more likely than not to be
realized. At December 31, 2002, the Company concluded that a full valuation ailowance against its
deferred tax assets was appropriate as a result of our cumulative losses as of December 31, 2002, which
caused a presumption that any deferred tax assets would be difficult to realize, and reversed the
$4.2 million of deferred tax assets recognized in prior periods which were yet to be realized for tax
purposés, thereby i increasing tax expense by $4.2 million. The Company recorded an mcome tax benefit of
$1.5 million in 2003 related to income tax benefits redllzed from employee stock option exercises in 2003
that reduced its tax liabilities. Prior to the restatement, such i income tax benefits were credited to-
additional paid-in capital because there was no associated stock-based compensatlon expense related to
such employee stock options. No income tax benefits were recorded for additional stock-based '
compensation in 2004 and 2005 because of the Company’s domestic tax losses prior to deductions related
to employee stock options. As a result, the cumulative net income tax benefit we recorded through
December 31, 2005 was $10.2 million. The Company also recorded net other non-income tax payroll
expenses of 0.6 million, resulting in total related tax adjustments of $9.6 million. The'other non-income
tax payroll expenses recorded were $1.0 million, $10.3 miltion, $1.6 million and $0.9 million for 1998, 2000,
2001, and 2002, respectively. As a result of the expiration of certain statutory periods, previously recorded
non-income tax payroll expenses were reduced by $0.4 million, $12.2 miltion and $0.6 million in 20(}3 2004,
and 2005, respectively. S
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Restatement of Our Consohdated Fmanc:al Statements

The following table summarizes the additional deferred compensation recordcd on an annual basis as
a result of the equity award review,.categorized by each of the four reasons that led to the determination
that particular option grants failed to meet the measurement date criteria of - APB 25, together with the

other adjustments made that were not related to changes in measurement dates: , . .
't Cumulative = " Cumulative *
v ’ Ce ' Amount - Years ended Amount
) Years Ended December 31, . December 31, . _December 31;  December 31,
' 1998 1999 2000 2001 2002 2003 2003 2004 2005 i 2005

(in millions)
Additional Deferred Compensation

Recorded:
No contemporancous ] .

documentation , ....... eeiee. $32 0§ 46 5174 $00 $— § 07 $25.9 $00 $00 $25.9
Date selection/Indication of other ' ' '

date.....ooiiiiiiiii i ens — .. — 52 43 31 1.0 13.6 (0.2) ©.3) -13.1
Subsequent allocation. ..., .,...... — 1.2 168 — — 5.8 238 7 — - 138
Start dateissues................ 0.2 43 2.2 0.1 0.3 0.4 7.5 - 0L + 04- 8.0
Other adjustments(a)............ 01 2.8 L7 (1.3) 0.1 0.3 X " 0.5 = 0.0 4.2

Subtetal. .................... $3.5 $12,9 5433 $ 31 $35 $.82 $74.5 $04 . %01 - $75.0
Unauthorized issuance of stock by ‘

administrator .., ..., . ve00,, $— $ — 8 — 5 — $06 3 57 $863 © $§ — $ —~ . $:63

Total ..o ie i iiiiiianaaniaaan $35 $129 $433 § 31§41 5139 $80.8 $04 $0.1 $81.3

{a) Represents adjustments related 1o modifications that were made to employee stock options which included the extension of the
post-service exercise period for vested stock options of terminated employees and the acceleration of vesting.

The following table summarizes the activity in additional deferred compensation as well as additional
stock-based compensation expense and related tax adjustments on an annual basis. This table does not
include previously-recorded activity in deferred compensation or stock-based compensation expense:

Cumulative Cumulative
Amount Years Ended Amount
Years Ended December 31, December 31, December 31, December 31,
1998 1999 2000 2001 2002 2003 2003 2004 2005 2005

(in millions)
Activity in Deferred Compensation
Deferred compensation

adjustment—beginning bulance .. $ — §$ 22 $102 $383 § 7.0 § 29 5 — $ 66 §$3.2 5 —
Additional deferred compensation

recorded ... .. ...l 3.5 129 43.3 3.1 3.5 8.2 74.5 04 Ol 75.0
Additional stock-based

compensation expense

amortization{a) . . ............. (13} (44) (11.3) (266) (6.1) (3.7 (53.4) (22) (26) (58.2)
Elimination due to employec

terminations ................. — (05 (39 (18 (1.3 (0.8) {14.3) {16) (0.7) (16.8)

Additional deferred
compensation—ending balance. .. $ 2.2 $10.2 $ 383 § 7.0 $ 29 §$ 6.6 $ 66 $ 32 500 $ {0.0)

Additional Stock-Based
Compensation Expense and
Related Tax Adjustments

Additional stock-based

compensation expense. . ........ £13 §44 $113 3266 § 61 §37 $ 534 $ 22 %526 58.2
Other tax adjustments(b) .. ....... — 1.0 10.3 1.6 0.9 (0.4 13.4 (12.2) _(0.6) 0.6
Additional operating expenses . . . .. 1.3 54 216 282 70 13 66.8 (10.0y 2.0 58.8
Income tax expense (benefit) . ... .. (0.5} _(1.6) _(3.5) (7.3 42 (L5 (10.2) — — (10.2)
Netadjustment ................. $08 $38 $181 $209 $11.2 $ 1.8 $ 56.6 $(10.0) $ 2.0 $ 48.6

(a) The increase in stock-based compensation expense in 2001 primarily reflects the cancellations from our Stock Option
Cancel/Regrant Program in March 2001 which resulted in the remaining unamortized deferred compensation being expensed
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upon cancellation. In addition, the remaining amount of deferred compensation totaling $0.1 million at December 31, 2005 was

eliminated in accordance with the provisions of SFAS No. 123 (revised 2004), Skare-Based Payment, or SFAS 123R, which we
. adopted effective January 1, 2006,

(b) Reflects the accrual of payroll related tax adjustments in 1999 through 2002, and a reduction of such accrua[s due to the -
expiration of statutory requirements in 2003 through 20035,

.

The following table summarizes the imipact of the additional stock- based'compénsation expense
resulting from the review of our equity award practices on our previously-reported stock-based
compensation expense on an annual basis, excluding the impact of an additional $0.6 million and $5.7
million in 2002 and 2003, respectively, related to the theft of shares by the Company’s former stock

administrator;
Stock-Based Compensation Expense '
As Reported  Adjustments  As Restated
- {in millioos)
Year ended December31,2005. .. .................. e $0.1 $26 . - $ 27 "
Yearended December 31,2004, . ................. e . 062 22 . 24
Yearended December 31,2003, . ......... ... ... L - ' 6.3 3.7. . 100,
Year ended December31,2002. .. ... ... ... . e —_ 6.1 6.1
‘Yearended December 31, 2001, ... ... ... . i i e, — 266 . 266,
1Year ended December 31,2000, .. .. .. ..o i —_ . 113 . 11.3
Yearended December 31, 1999, . ... ... ... . —_ 4.4 H 4.4
Year ended December 31, 1998, .. ... S e 1.3 _13
$6.6 $58.2 $648

l|
X
|
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Impact of the Additional Stock-Based Compensation Expense-Related Aayustments on the Consolidated Financial
Statemnents

The following table presents the impact of the additional stock-based compensation expense-related
adjustments, the issuance of unauthorized common stock, as well as the result of the discontinuance of our
international businesses on our previously reported consolidated statements of operations for the year
ended December 2004 and 2005.

RECONCILIATION OF CONSOLIDATED BALANCE SHEET FOR DECEMBER 31,2005
(in millions) A

Adjustment for
International  As Restated for Adjustment for

" : Discontinued Discontinued '  Stock Based
As Reported®* - Operations Operations ¢ Expenses As Restated
Assels
Current assets: * : ’
Cash 4nd cash cquwalents .......... e $ 129 5 {5.2; $ 77 $§ — s 17
Accounts receivable,net. .. ... .. oo 109.6 . 9.6 100.0 — 100.0
Income taxesreceivable ... ... ... . .. . — e — — —
Prepaid expenses .. ........ocoiininreunnans 2.3 0.2 2.5 — 2.5
Employee loans and advances. . ............... 04 - 0.4) — — —
Othercurrentassets . .......ocoohvvvnnrrns 4.6 El.ﬁ) 3.0 — 30
Current assets of discontinued operations., , . . ., , . 46.7 16.6 63.3 — 63.3
Totalcurrentassets. .................... 176.5 (1.9) 174.6 —_ “174.6
Property and equipment,net. .. ... ... ..., ... 146 (1.7 129 -~ 129
Goodwill ... e 119.9 —_ 119.9 — 119.9
Other intangibles,net. . ....................... 7.4 — 7.4 - 74
Deferred taxassets. .. ................ e 18.9 {2.3) 16.6 — 16.6
Investments in unconsolidated affiliates . .......... 2.1 — 2.1 — 2.1
Otherassets . ... ir s 0.9 , = 0.9 — 0.9
Non current assets of discontinued operatioas. . . . ... 1.7 4.0 5.7 — 5.7
" o Totalassels. ... 3420 — $342.0 5§ — $ 342.0
Liabilities and Stockholders’ Equity
Current liabilities:
Accountspayable .. .............. ..., I $ 229 $(1.3) $ 216 $§ — § 2.6
Accounts payable—related party. . ............. 0.3 0.8 — — —
Accrued expenses. ... ...l n 18.0 2.7; 15.3 0.6 15.9
Accrued compensation . . ... . L. 13.0 1.8) 11.2 — 11.2
Billings in excess of costs on completed contracts . . 4.3 0.1) 4.2 - 4.2
Deferred tax liabilities. ... ......... PPN 6.6 (2.3) 43 - 4.3
Tax contingencies. . ............. ..l 1.8 1.8 _— 1.8
Accrual for contingent acquisition consideration . . . . 8.2 - 8.2 — « 82
Accrual for unused office space. . . . . e - 05 — 0.5, — 0.5
Income taxes payable . .......... e 2.0 (1.9 0.1 — 0.1
Capital lease obligations and other -
short-termdebt. .. ............ ... ... ... 0.3 — 0.3 - 03
Currznt liabilities of discontinued "
OPEratioNS. . o oot iit i 30.1 10.9 41.0 L — ' 41.0
Total current liabilittes . ................. 108.5 — 108.5 0.6 109.1
Capital lease obhgatlons and debt, net of current
POCHON. . oo e e he i e 0.4 —_ 0.4 —_ 04"
Accrual for unused offlce space, net of
CUTTENEPOLLIOT . o4 v w it i e it e et e e 1.2 — 1.2 — 1.2
Other liabilities. .. ... oo oL 1.3 — 13 — 1.3
Other long term liabilities of discontinued
OPETALIONS. . oot ie e e 0.3 — 03 — 03
Total liabilities . ............... e 11.7 — 111.7 0.6 112.3
Stockholders’ equity: . Co '
Preferredstock. ......... oo il — — —_ - —
Commonstock . ...t — — — —
Additional paid-incapital ., .................. 324.9 — 324.9 544 379 3
Deferred compensation. ..................... — — — (0.0) (0.0)
Accumulated deficit . ...... ... ... .. ... ..., (9.7 — {91.7 (35.0) (146.7)
Accurnulated other comprehensive loss. ... ...... 2.9 — (2.9: — 2.9)
, Total stockholders’equity . .. ............. 230.3 — 230.3 0.6 229.7
Total liabilities and stockholders’ equity. . . . 3420 $ — $342.0 — $ 342.0

.Certain items in the balance sheet have been reclassified to conform to the current period presentation.

149




Costofrevenues.........................
Gross profit
Selling, general and administrative expenses. .
Contingent acquisition considération. . . . . . . :
Operating income (loss)...............
Other income (expense):
Interest income, net '
Foreign curfency gain (loss). .. ... e
* Total other income (expense)

Income (loss} from continuing operations
before income taxes .. ..................
Provision (benefit) for income taxes. ........

Income (loss) from continuing operations. . . .
Income (ioss) from discontinued operations . .
“Netincome (loss) ...,

Net income (loss) from continuing
operations

Revem.lles .................................

Weighted average common shares
outstanding:
Basic,..... ...

Adjustment for

As Restated

RECONCILIATION OF CONSOLIDATED STATEMENT OF OPERATIONS FOR 2005
(in millions, except per share data)

International for Adjustment for
As Discontinued  Discontinued Stock Based
. Reported Operations Operations Expenses As Restated
$£375.3. $37.6 $337.7 § — $£337.7
291.0 30.9 260.1 . 1.3 261.4
84.3 6.7 77.6 (1.3) 76.3
69.3 . 8.6, 60.7 0.3 61.5
(2.1} bo— (2.1) - (2.1)
i7.1 . (1.9 19.0 (2.1) 16.9
O.l — 0.1 — 0.1
.{0.4) (0.6) 0.2 0.2
{0.3) (0.6) 0.3 -— 0.3
16.8 (2.5) 19.3 (2.1) 172
5.4 (0.5) 5.9 — 5.9,
114 2.0 13.4 (2.1) 11.3
(7.7) 20 9.7 0 (9.7
§ 37 s — $ 3.7 $ (2.1) $ 16
$ 0.15 $ 0.18 $ 0.15
$ 0.15 $ 0.18 $ 9.15
$(0.10) $(0.13) $(0.13)
$(0.10) 3(0.13) $(0.13)
$ 005 $ 005 $ 002
$ 0.05 $ 005 3 002
74.0 74.0 — 740
75.3 75.3 {0.3) 75.0

The following table presents details of the total stock-based compenstion expense {excluding the impact of other

tax and income tax adjustments) that is incleded in each functional line item in

opetations
Sugplemental Data on Stock-Based

ompensation Expense
Costofrevenue..........................

Selling, general and administrative. .. .......

Discontinued operations .. ................

Total

The following table presents details of the non-income tax payroll related

$ — T § —
0.1
0.1 —
$ 041 P —

functional line item in the consolidated statement of operations:

Supplemental Data on Non-Income
ax Payroll Expense
Costofrevenue. . .......ooiiiiiiiiins.

Total

150

0.1
0.1
§ 01

A

&2
|

the consolidated statement of

$ 1.7 $ 17
1.0 1.1
27 __28
_ 00 00
3 27 $ 28
expense (credit) that is included in each

§ (04) $ (04
(0.2) - {(0.2)

- (08 (0.6)
T 00 0.0
3 (0.6) 3 (0.6)




RECONCILIA’I‘IONOF CONSOLIDATED STATEMENT OF OPERATIONS FOR 2004
(in mllllons, except per share data)

Jrossprofit, ... .. e,
Selling, general and administrative expenses .. ...
Contingent acquisition consideration and

restatementfees . ......... .. .. ..., .
Operatingincome (loss) . ...........vvnnn.n
Other income (expense):

Interest income (expense), net . .........oouun.
Foreign currency gain (loss) ... ... T

Impairment of investment in unconsolidated
affiliate and other income (expenses), net. . . . ..
Total other income (expense}. ...........o....
Income (loss) from continuing operations income
TAXES it s
Provision (benefit) for income taxes .. ..........
Income (loss) from continuing operations . ... ...
Inzome (loss) from discontinued operations. ... ..
Netincome (loss) . ...oovvv i,

Net income (loss) from continuing operations
BasiC.. ... s
Diluted..........cooi it e

Loss from discontinued operations
Basic.. ...
Diluted........... .o

Net income (loss), per share
Basic............ .. oo
Diluted.............ccoii e

Weighted average common shares outstanding:
Basic. ... i e
Diluted......... oo i e

Adjustment for

International

As Restated for Adjustment for

Discontinned Discontinued Stock Based
As Reported Operations Operations Expenses As Restated

$334.2 $(38.0) $296.2 5§ — $296.2
263.0 (30.2) 2328 (6.0 226.8
71.2 (7.8) 63.4 6.0 69.4
59.2 {6.1) 531 (3.2) 499
13.9 139 — 13.9
1.9} (1.7) (3.6) 9.2 56
0.2 — 0.2 — 0.2
0.3 (0.4) (0.1 — (0.1)
(2.9) — 2.9 — (2.9
2.4 (0.4) (2.8) — {2.8)
(4.3) .10 (6.4) 9.2 2.8
0.1 0.7 (0.6) — (0.6)
(4.4) (1.4) (5.8) 9.2 34
9.4 1.4 10.8 0.8 11.6

$ 50 $ (00 $ 50 $10.0 $§ 150
{0.07) (0.09) $ 0.05
(0.07) (0.09) § 0.05
0.14 0.16 $ 016
0.14 0.16 § 015
0.07 0.07 $'02
0.07 0.07 $ 020
67.7 67.7 72.8
67.7 67.7 75.3

The following table presents details of the total stock-based compensation cxpense (excludmg the
impact of other tax and income tax adjustments) that is included in each functional line itemn in the

consolidated statement of operations
Supplemental Data on Steck-Based

Compensation Expense
Costofrevenue. ...
Selling, general and administrative . ... .........

" Discontinued Operations. . ........oiuuinriann
Total
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The following table presents details of the non-income tax payroll related expense (crecht) that is

included in each functional lin¢ item in the consolidated statement of operations:

Supplemental Data on Non-Income

Tux Payroll Expense
Costofrevenue. . ........... ... ... unnn.
Selling, general and administrativé .. .......... .

Discontinued operations. .. .................
Total
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RECONCILIATION OF CONSOLIDATED STATEMENT OF CASH FLOWS
Year erided December 31, 2005

{in millions)

Operating Activities:

Netincome (I085) ..., 0 . ii it ans
Less: income (loss) from discontinued operations . .........
Income (lass) from continuing operations. .., ............

Adjustments to reconcile net income (loss) from continuing
operations to net cash provided by continuing operations:
Depreciation and amortization . . , .. R P
Deferredincometaxes. .. ......... ...
Asset impairment charges and net (gain) loss on disposition

offixedassets. . ...... ... ... Ll
Provision (credit) for doubtful accounts. . .............

Stock based compensation . ......... ... ... .. ... '

Changes in assets and liabilitics, net of acquisitions:

“Accountsreceivable .. ... ... oLl
Prepaidexpenses ......... ... .. ... i,
Other assets . . . .. Y
Accountspayable .. ... ... oLl il
ACCUEd EXPEmSes, . . ..ottt
Accrued compensation . . ........ P
Taxcontingencies. . ..........oiiiiiii .,
Accrual for contingent acquisition consideration .. ... ..
Billings in excess of cost on completed contracts. . ......
Accrual for unused officespace. .. ... . ... L
Incometaxpayable. .. ... ... . ... . Ll
Other liabilities. . . ... ... ... ... il
Net cash provided by (used in) continuing operations . .

Investing activities:

Sale/Maturity of short term investments . . ...............

Cash paid for contingent acquisttion consideration .........

Cash paid for acquisition, net of cash acquired . . ..........

Capital expenditures .. ... ..., P
Net cash uscd in investing activities from continuing

Financing activitics:

Proceeds from issuance of commonstock .. ... .o .

Proceeds from issuance of common stock under employee
stockpurchaseplan ... ... ... .. ... ... L.
Repayment of capital lease obligations . .. ...............
Net cash provided by financing activities from
continuing operations ... ... i
Net cash flows of comtinuing operations .. ... ..............

Cash flows of discontinued operations { Revised—sec Note 1(s))
OperatingCash Flows . .. ........ooocvi i
InvestingCash Flows .. ... ..o i iiiiiiiinnnn,
Effect of exchange rates on cash and cash equivalents . . ... ..
Net cash flows of discontinued operations. . ............
Net decrease in cash and cash equivalents ., ... ... ..... ..
Cash and cash equivalents at beginning of year. ... .........
Cash and cash equivalents atendofyear . .................

i

+ Adjustment for

International  As Restated for  Adjustment for ,
Discontinued  Discontinued = Stock Based: '
As Reported Operations Operations Expenses As'Restated
3 37 5§ — 337 $(2.1) 316
(7.7 (2.0) (9.7) - 9.7}
114 2.0 134 AR 11.3
1
B.O (1.3) 6.7 — 6.7
55 0.1 5.6 - 56
0.7 0.6) ol - 01
0.5 —_ 0.5 - 05
0.1 - 0:1 27 28
(2.9 (6.6) (9.5} —_ (9.5)
09 — 09 -_ - . 09
(2.3) 0.2 2.1 — 2.1
4.9 1.3 (3.6) — (3.6)
9.6 0.7) 8.9 (0.6) 83
— 0.7 0.7 — 0.7
0.4 (0.5) (0.1} —_ 0.1
2.1 - 2.n — 2.1)
{3.3) ©.1) (3.4} —_ 34
0.9) — (0.9) — 0.9)
(1.5) - 0.4 (1.1) —_ (1.1}
0.n . 0.2 0.1 — 0.1
19.1 (4.9) 14.2 . 00, 14.2
1.6 - 76 — 16
(17.1) - (7.1 . .+ — (17.1)
(33.6) _— (33.6), — (33.6)
(8.0) 1, ey — 6.9
E * [N RR .
(5L1) 1.1 (50.0) -4 C = (50.0)
2.6 — 26 = 26
24 " (0.1} 23 — 23
0.4 — (04 — 0.4)
46 . (6.1} 4.5 — 4,
(27.4) (39 (3L3) [L0 31.3
(11.8) 16 (10.2) I (10.3)
(1.0} 2 {2.9) —_ 22)
1.1 0.1 10 - -, 1.0
11.7 0.3 11.4 — 11.4
(39.0) 3.6 (42.7) 0.0 {42.7)
52.0 (1.6) 504 — 504
$ 129 $(5.2) $ 7 § — §$ 77
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RECONCILIATION OF CONSOLIDATED STATEMENT OF CASH FLOWS
' o  Year ended December 31, 2004

{in millions)

Operating Activities:
Netineome (J0ss) ... vvviiiiv e nnrncsa, e
Less: income (loss) from discominued operations . ... ... .,
Income {loss) from continuing operations. , . .... 0. .......

Adjustménm to reconcile net income (loss) from continuing
operations to net cash provided by continuing operations:
Deprectation and amortization. . ....................
Deferred income taxes . . . ............ e
Asset impairment charges and net {gain) loss on disposition

offixedassets. . ... il -
Equity loss in unconiolidated affiliates .. ............ .
Tax benefit from stock options ... .. 2 N N .
Provision (eredit) for doubtful accounts. . .. ... .. ... ..
Stock based compensation . ... ... oL oo
Changes in assets and liabilities, nct of acquisitions:
Accounts receivable ... ... ... e
Prepaid expeises .. .. ...y i
- Otherassets. . ........ccue. .. fee e e
Accountspavable .. ... .. .. ..o S
Accrued expenses. . ... e
Accrued compensation ./ :
Tax contingencies. . ... .. e e e
Accrual for contingent acquisition consideration ... ...,
Billings in excess of cost on completed contracts. . .. .. ..
Accrual for unused office space. . .............. L
Incometaxpayable. ... ....... .. .. .. ... ...
‘Other liabilities. . ..................... R
Net cash provided by (used in) continuing operations . .

Investing activities:
Salz/Maturity.of short term investments ... ..............
Cash paid for conlingent acquisition consideration .. ... .. ..
Cash paid for acquisition, net of cash acquired .. ..........
Proceeds from the disposition of discontinued operations . . . .
Cash transferred to restrictedcash .. .............0 00 h
Investment in unconsolidated subsidiary. ... .............
Capitalexpenditures . ... ..o it i i
Net cash used in investing activities from continuing
OPeTatiOns. . . ..ot e

Financing activities:

Proceeds from issuance of commenstock . ... ... L

Proceeds from issuance of common stock under emplovee
stockpurchaseplan . ....... ... ... ... oLl
Repayment of capital lease obligations. . ................

Net cash provided by financing activities from

CONLINUINE OPErations . ... vvvvvun v rneans
Net cash flows of continuing operations . .. ................

Cash flows of discontinued operations {Revised—see Note 1(s))
Operating Cash Flows . ....... ... .. o . ool
InvestingCashFlows. . ................ .. .ot
Effect of exchange rates on cash and cash equivalents . .. .. ..

Net cash flows of discontinued operations. ., . ...........

Net decrease in cash and cashequivalents . ................

Cash and cash equivalents at beginningof year. .. ...........

Cash and cash equivaicnts atendof year ...... ... ... .....

Adjustment for

Internotional  As Restated for  Adjustment for
Discontinued Discontinued Stock Based

As Reported Operations Operntions Expenses As Restated
$ 50 5 — $ 5.0 5100 5150
94 14 10.8 08 11.6
' 44 (14) . (5.8) 9.2 14
72 [(1 %)) 6.5 — 6.5
(1.4) {0.1) (1.5) — (1.5)
02 (©.2) -— — —
3l — 31 -t '3

[(1%e)] -_ (0.7 —_ 07
0.7 — ({123 — ()
0.2 — 0.2 2.2 2.4
(212) 54 (15.8) — (15.8)
(0.6) (0.0 0.7 — [(0x)]
(0.5) 09 04 — 0.4
14.4 (0.8) 136 - 136
(74) 0. (7.3) S (114) {18.7)
— ©.1) (0.1) - (©.1)
(1.2} 0.2) (L4) L=, (1.4
14.4 — 144 — 14.4
(1.0} 0.2 (0.8) — (0.8)
(1.0} - (L0) — (1.,
21 (1.2) 0.9 — 0.9
©_(0.2) — ' - (0.3 - {0.2)
1.3 1.8 3.1 (6.0} 3.1
275 — 215 - 275
(8.3} — (8.3} - (8.3)
(53.9) - (539 - (53.9)
(1.0) - (10) _ (1.0)
(7.7} 2.7 (5.0 — (50
434 2.7 @0.7). — (40.7)
73 — 73 — 7.3
3.4 — 34 34
(0.5) — (0.5} — {0.5)
10.2 — 10.2 — 10.2
31.9 4.3 27.4 (0.0) 27.4)
74 (2.9) 5.0 — 50
0.2) (2.7) (2.9) — 29
(0.1} ~— (0.1} — {0.1)
7.1 5.1 2.0 — 20
24.8 (0.6) 254 0,0 254
76.8 (1.0) 758 — 75.8
5 520 5{1.6 $50.4 5 — 5504

i
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Note 3. Goodwill and Othelj Intangible Assets | '

The following tables set forth information for finite-lived intangible assets subject to amortization
(in milliens): '

1

As of December 31, 2005 As of December 31, 2006
Gross  Accumulated Net Gross Accumulated Net
Value  Amortization Value Value Amortization Value

Acquired finite-lived intangible

assets ) .
Customer relationships. ........ $ 34 $(0.9) $25 $10.0 $(1.6) $ 84
‘- Contracts and Backlog ......... 6.0 (1.8) 42 75 (28) 4.7
Non-compete agreements ...... 1.3 0.7) 0.6 13 . (11 0.2
Trade names.................. 0.4 (0.3) 0.1 0.4 (0.3) 0.1
Total. ... $11.1  $3.7) $74 §192 - §(58 $134
Aggregate amortization expense... § 1.7 $ 21 '

The increase in finite-lived intangibles in 2006 is related to the acquisition of Madison Research
Corporation. Refer to the schedule below and to Note 5 of the Consolidated Financial Statements.

As of December 31, 2006 .
Weighted
Average
Gross Accumulated Net Amortization

Value Amortization Vaiue Period (years)

Acquired Intangible Assets

Customer relationships. .. .................. $65  $(0.2)  $63 100
Contracts and Backlog ..................... 1.6 0z - _14 2.8
Total, ..o $81 . $(04) $7.7 - 86

Information about estimated amortization expense for intangible assets subject to amortization for the
* five years succeeding December 31, 2006, is as follows (in millions): :

Amortization

" Expense
2007 - e e e . $28
2008 . . 2.1
2000 . L e e 1.7
25 L P 1.1
71 1 1 1.0
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The changes in the carrying amounts of goodwill by operating segment for the year ended
December 31, 2005 and 2006, are as follows (in millions):

Wireless  Enterprise  Government

, Network Network  Network
Services - Services + Services Total

Balance as of December 31, 2004 - . 8255 $112 $ 459 § 82.6
"‘Acquisitions ......... e e, - —_ 294 294 -
Adjustments Do Tt : : 02 . (0.6) 0.4) -
Earn-out consideration s * 69 1.4 8.3

Balance as of December 31,2005 .. £ 25. 183 76.1 119.9
Acquisitions/Purchase Accountlng ' -— . 538" 53.8
Impairments Seeetoson = (18.3) L= (18.3)

'Balance as of December 31, 2006 . . S $255° § — o $1299- $1554

" We test goodwill for impairment annuaily during the fourth quarter of-each fiscal year at the reporting
unit level using a fair value approach, in accordance with the provisions of SFAS No. 142, Goodwill and
Other Intangible Assets. Qur annual testmg resuited in no xmpatrments of goodwill in fiscal year 2005.

In 2006 the annual test resulted in a non-cash 1mpalrment charge of $18.3 mllllon in the Enterpnse
Network Services segment. This was due in part to changes in the industry and the strategic focus of the
Company as well as operational challenges from significant employee turnover that we encountered after
the completion of the earn-out periods. The fair value of goodwill was estimated by taking into
consideration recent performanée and expected future performance and using a combination of a’
discounted cash flow mode! and a market approach model which takes into consideration comparable -
businesses and market transactions."We also concluded based upon this‘analysis the intangible assets for
ENS were not impaired.’ '

.

If an event occurs or circumstances change that would more likely than not reduce the fair value of a
reporting unit below its carrying value, goodwill wiil be evaluated for impairment between annual tests.

! ol ' '.‘\

Note 4. Discontinued Operetions . » ,
(a) EMEA Operations T ' ' ' ' ’ I

During the second quarter of 2004 the Company made the decision to sell or otherwise divest its
Network Management business in Scandinavia—a part of our EMEA operations which had been reported
in its Wireless Network Services segment. WFI determined that this entity met the criteria to classify it as
held for sale. Accordingly, WFI has reflected this opera'tion as discontinued in accordance with SFAS
No. 144, “Accounting for the Impairnient or Disposal of Long-Lived Assets.” After actively marketing to
sell this business for one quarter, the Company made the decision to wind-down this operation in the third
quarter of 2004, As of December 31, 2004 operations had been substantially wound-down. All prior period
amounts have been restated to reflect these operations as discontinued.

On December 28, 2006, the Board of Directors of the Company approved a plan to divest portions of
the Company’s business where critical mass has not been achieved. This plan included the divestiture of all
of the Company’s remaining EMEA operations. Accordingly, WFI has reflected this operation as
discontinued in accordance with SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived
Assets.” On March 9, 2007, the Company signed a Definitive Agreement with LCC International (LCCI)
to sell WFI’'s EMEA operations in a cash for stock transaction valued at $4 million.

Revenue generated by these operations was $34.8 million, $27.1 million and $17.0 million for 2004,
2005 and 2006 respectively. Net income (loss) in these operations were $1.6 million, $1.1 million, and
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$(3.2) million and income tax expense (benefit) was $(0 5) million, $0 0.million and $0:1 mitlion for 2004
2005 and 2006 respectively. - . . .

(b} Latin American Operations .

In December 2005, the Company’s Board of Directors made the decision to exit the Company’s
Mexican operations and certain of its other deployment businesses in South America. Prior 1o this ; .
decision, these operations had been reported in its Wireless Network Services segment. The Company
determined that these operations meet the criteria to be classified as held for sale. Accordingly; WFT has
. reflected these operations as discontinued in accordance with SFAS No. 144, “Accounting for the |
Impairment or Disposal of Long-Lived Assets.” The South American operations were substantially shut
dovwn as of the end of December 2005, On February 17, 2006, the Company-entered into a definitive
agreement to divest all of our operations in Mexico for total approximate cash consideration of
$18.0 million, which approximates the net book value of the operations, including $13.2 million of liabilities
associated with a loss contingency. The transaction closed on March 10, 2006. The transaction was
structured as a sale of our subsidiaries in Mexico, and the purchase price consisted of $1.5 million in cash
paid on February 17, 2006, plus a secured promissory note payable in installments through December 31, |
2006. The note was fully paid as of the end of December 31, 2006. Total cash consideration of $18.9 million
was collected related to this transactlon All prior period amounts have been restated to reﬂect these
operations as dlscontlnued

(b) South American Operations

On December 28, 2006, the Board of Directors of the.Company approved a plan to divest portions of
the Company’s business where critical mass has not been achieved. This plan involves the divestiture of the
Company’s remaining South American operations. Accordingly, WFI has reflected this operation as .
discontinued in accordance with SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived
Assets.” The Company recorded an impairment charge of approximately $5.2 million to reduce the
carrying value of the South American operations to their estimated fair value based upon current -
indications of interest. On April 20, 2007, the Company entered into an Equity Purchase Agreement to sell
all of the issued and outstanding equity of its interests of its whoily owned subsidiary WF1 de Brazil
Techlogia en Telecomunicaciones LTDA, to Strategic Project Services, LLC (SPS). The consideration *
included the assumption of substantially all outstanding liabilities of WFI Brazil, nominal cash
consideration, and additional earn-out consideration based on 25 percent of net receivables collected
subsequent to the closing date. The Company does not currently antlc1pate that the lmpalrment charges
will result in any material net future cash expenditures

Revenue generated by the Latin American and South American operatlons was $66.0 million, $52 6

. million and $10.0 million for 2004, 2005 and 2006, respectively. Net income (loss) in these operations wete
$10.0 million, ($10.8) million, and ($8.0) million and income tax expense was $1.9 million, $3.1 mllhon and
$1.1 million respectively, for 2004, 2005 and 2006 respectlvely - -
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Following is a summary of the assets and liabilities of dlscontmued operations as of December 31,
2005 and 2006 (1n mllhons) for each of the operations: . : '

i

I ' oo : 2005 . 2006 .

Latin and o Latin and

' ' - South America EMEA ' Total Sounth America EMEA - Total
Cash...'. AU AT $ 4.2 . $42 § 84 $ 16 $14. $30°
Restricted cash:..n....... S 0.6 — 06 ¢ — C e —
Accounts receivable, net. . .. ... . 39.0 50 440 - 35 3.7 7.2
Prepaid expenses ............ e 02 - " 0I 0.3 0.1 -0.2 0.3
Income tax receivable .............. 24 — 24 —_ — —_
Other current assets........ e 6.9 0.7 76 . 15 - 06 2.1.
Impalrment allowance.............. = — — 43 O 3) (4.6)
Current assets of discontinued . ‘ v o . '

OPerations .........ooeeirunnnnn, . §$533 $10.0 $633 = $ 24 $56 .$80
Property, plant and equipment .. .... $19 $13 §$32 $04 $09 §$13
Otherassets. ......oovvevuiuinn.. 0.2 — . 02 — = =
Deferred taxasset ............... T 2.3 ' — 2.3 21 — 21
Impairment allgwance.............. = — — . (04 = 0.4).
Non-current, assets of dlscontmued ) C

operations....... s e . § 44 %13 §$57 $ 21 $09 §30,
Accounts payable . ....... i $ 42 $10 $52 $04° $05 %09
Accrued expenses. ... 7.8 4.1 12.0 22 2.5 4.7
Tax contingencies. ................ .o 132 . . — . 132 —_— - =
Billings in excessofcost ............ : 0.6 — 06 . , 02 0.1 03 .
Income taxes payable............... - 1.8 0.1 1.9 . 26 0.3 29
Deferred tax liability . .-............ 23 — . 23 2.1 — 2.1
Other current liabilities............. N 0.1 5.8 = _ b4 04
Current liabilities of discontinued '

Operations ............ocuouns e $35.6 $ 53 $41.0 $75 - $38 §$113
Non-current liabilities of discontinued :

OPETALIONS . ..o vveeinaennnnns $ 0.3° $ — $03 $02 $ — . $02

5
|

" The restricted cash 'of $0.6 million for 2005, was a one-year fixed account at‘zero interest as a result of
a 2005 regulatlon in Argentina which required the maintenance of cash balances as a percentage of forelgn
loans advanced by the Company to its forelgn subsidiary. The fmal restrlctlon was removed in the fourth
quarter of 2006 ' '

* Note 5. Investmients in Unconsolidated Affiliate _
Tactical Survey Group, The. (“TSG”} ‘ ,
. In Fcbruary 2004, the Company paid $1. O milliori in cash to brmg its total stock ownershlp posmon in.

Tactical Survey Group, Inc. (TSG), a privately-held company that provides expertise in developing, -
deploying and integrating tactical survey systems for use in government and commercial applications; to .
11%. Pursuant to the provisions of APB Opinion No. 18, “The Equity Method of Accounting for © ~
Investments in Common Stock”, this investment was accounted for under the equity method of accounting .
due to the presence of significant influence deemed to exist based on the significant number. of
subcontracts that the Company has entered into with TSG and the presence of a WFI employee on- TSG’s
board of directors. L o
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During the third quarter of 2006, TSG was no longer considered a significant subcontractor to'the
Company. This factor, combined with the lack of current representation on TSG’s board of directors
resulted in the Company concluding effective September 29, 2006 that significant influence no longer
existed. Accordingly, the investment in TSG no longer met the conditions for the use of the equity method
of accounting and has been accounted for under the cost method effective September 29, 2006. There were
no equity earnings related to this investment during the period this investment was accounted for under
the equity method of accounting. The balance of the Company’s investment in TSG at December 31, 2005
and December 31, 2006 totaled $1.2 million and has been classified on the consolidated balance sheet
under the caption “Investments in unconsolidated affiliates.”

The Company evaluates the realizability of its investment in TSG according to the provisions of
APB Opinion No. 18 and EITF Issue 03-1. The Company periodically obtains and reviews the financial
statements of TSG. Baséd on this réview, and the facts listed above, there is no indication that a decrease
in value of the TSG investment has occurred which is other than temporary and the Company has
concluded that the carrying value of its investment in TSG has not been impaired as of December 31, 2006.

CommVerge Solutions, Inc.

The Company has an investment in CommVerge Solutions, Inc., a privately-held wireless network
planning and deployment company. The balance of the Company’s investment in Comm Verge
Solutions, Inc. at December 31, 2005 and December 31, 2006 totals $0.9 million. This investment is
accounted for under the cost method and has been classified on the consolidated balance sheet under the
caption “Investments in unconsolidated affiliates.” One of the Company’s directors is also a director of
CommVergé Solutions, Inc. '

Management periodically obtains and reviews the most recent financial performance and financial

* forecasts available from CommVerge which may include information regarding project status and current
progress of the business. Based on this review, there is no indication that a decrease in value of the
CommVerge investment has occurred which is other than temporary and the Company has concluded that
the carrying value of its investment in CommVerge has not been impaired as of December 31, 2006.

3

Note 6. Acquisitions . o
Government Network Services Segment “
Madison Research Corporation

On October 2, 2006 the Company acquired Huntsville, Alabama based Madison Research Technology
Corporatlon (“MRC”) as part ‘of the Company’s Government Network Services business. MRC offers a
broad range of technical, engineering and IT solutions, and has developed core competencies in weapons
system lifecycle support, integrated logistics, test and evaluation, commercial-off-the-shelf software and
hardware selection and implementation, software development and systems lifecycle maintenance.

The purchase price was approximately $73.8 million, including a working capital adjustment of
$4.6 million and transaction costs of $0.2 million, is subject to certain post-closing adjustments. The
Company paid $62.1 million at closing, the working capital adjustment of $4.6 million was paid in
April 2007 and the remaining $6.9 million was held back to secure the Company’s indemnity rights and will
be released,'subjeci to indémnity rights; in installments following 6, 12, and 18 months from the date of
close. In April 2007, $1.5 million of the holdback was released and paid to the former shareholders of
MRC. The Company entered into a new $85 million credit facility with KeyBank National Association
{“KeyBank”)"to fund- the atquisition, which replaced thé Company's existing credit facility of $15 million.
~ Refer to Note 8 for further discussion. The results of operations of MRC have been included in the
Company’s consolidated statement of operations for the'period from the acquisition date of October 2,
2006 in the Company’s fourth quarter. -
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The purchase price, including transaction costs of $0.2 million, was accounted for as follows
(in millions): S e

CUTITENE ASSELS. L . L Lttt e ettt a st i $17.8
Property, plant, and cqmpment .................. e Ve ' 0.4
Intangible assets. .........ovn it e " 81
GoodWill ..o e i e e 338
TOtAl ASSEIS - - - oo o ot e et et e e S 80.1
Other current liabilities ...... ...l i i . (6.3)
Netassetsacquired .. ........coiiiiiiiiiiiinananns P DU . $73.8

Pro Forma Financial Information

The results of MRC’s operations since the acquisition date are included in the Company’s
consolidated financial statements for 2006 and arc a component within the Government Network Services
segment. .

The following summary presents pro forma consolidated results of operations for the years ended
December 31, 2005 and December 31, 2006 as if the MRC acquisition described above had occurred
January 1, 2006 and includes adjustments that were directly attributable to the transaction or were not.
expected to have a continuing impact on the Company. The pro forma results are unaudited and for
illustrative-pirposes only for the applicable period and do not purport to be indicative of the actual results
which would have occurred had the transactions been completed as of the beginning of the period, noror -
they indicative of results of operations which may occur in the futore (all unaudited amounts; except.
per share amounts, are in million):

+

‘ 2005 Pro forma 2005
: : ' As Restated - Adjustments ©  Pro forma -
Revenue............ B, e e $337.7 $ 624 $400.1
Netincome (I0SS). .o .vvevnreen i, A T N $33) §$ 07
Diluted Earnings per Share .......... e $ 002 . $(0.04) - $(0.02)
: 2006 Proforma - , 2006
AS Reported  Adjustments  Proforma |
Revenue.............. T DU $327.8 $46.7 $374.5
Netloss .......... e P $(57.9) $(3.9) $(61.8)
Diluted Earnings per Share . ............... e $(0.79) $(0.5) - $(0.84)

On January 27, 2005, the Company acquired all of the issued and outstanding shares of capital stock
of JIMA Associates, Inc d/bfa TLA Associates (TLA) for $37.3 million in cash. TLA provides services
including network engineering, network infrastructure support, information assurance, application
development, and managed services, including network maintenance and monitoring, to government
agencies. The acquisition was a continuation of the Company’s strategy to expand its government services
business. The intangible assets consist of backlog of $1.3 million being amortized over a 3 year period,
customer relationships of $0.8 million being amortized over a 10 year period and non-compete agreements
of $0.6 million being amortized over a 3 year period.

159




The purchase price, including transaction costs of $0.6 million, was accounted for as follows
(in millions):

CUITENT ASSEES. . ..o\ttt ittt r e ettt a e e e ie i eaenes 3 84
Property, plant, and equipment .. ...........coiiiii i e 08
Intangible assets. ... ... ... .. i e 2.7
Goodwill ... P 29.0
] I T 40.9
Accrual forlosscontracts. ....... ...l i P ‘ 0.6)
Deferred profit. . ... ..o PR (0.2)
Other'current liabilities ................ e e DU (22
Total liabilities assumed. . ... ... i e e 3.0)
Netassets aCqUITEd . . ...\ ov ettt it e e e e e e et L $379

. On January 5, 2004, the Company acquired of all of the outstanding securities of High Technology
Solutions, Inc. (HTS), for $48.5 million in cash. HTS provides systems engineering, systems integration,
and the outsourcing of technical services such as operational test and evaluation and program management
to government agencies. The acquisition of HTS was a part of the Company’s strategy to enter into the
government sector-and its overall diversification and long-term growth strategy. The excess purchase price
paid over the fair value of tangible net assets acquired of $43.5 million to goodwill in the amount of
$39.6 million, and to identifiable finite-life intangible assets in the amount of $3.9 million. The identified
intangible assets consist of $3.2 million allocated to contracts and backlog, $0.2 million for intellectual
property and $0.5 million for a non-compete agreement. The allocation of the purchase price is subject to
adjustments within a one-year period of the acquisition date based on the resolution of pre-acquisition
contingencies, which is comprised primarily of certain incentive arrangements. In connection with the
Company’s acquisition of HTS and the determination of the fair value of assets acquired pursuant to the
provisions of SFAS No. 141, the Company valued acquired contracts in process at contract price, minus the
estimated costs to complete and an allowance of $1.5 million for the normal industry profit on its effort to
complete such contracts. The Company reflected this allowance as an increase to goodwill and a
corresponding increase {o billings in excess of costs (deferred profit). During 2005 and 2004, $0.7 million
and $0.4 million, respectively, of this allowance was amortized into income. The remaining amount of
$0.3 million at December 31, 2005 is estimated to reduce costs through 2006. The results of operations of
HTS sinc¢é the acquisition date are included in the Company’s accompanying consolidated financial
statements and are a component of the government network services operating segment.

The foilowing table summarizes the final purchase price, including transaction costs (in millions):
. At January 5, 2004

CUITENt ASSELS. ... L
Property, plant, and equipment ........ e e e e s
" Intangible assets. .. .. FE

B 8] 2 T

Current Habilities. . ..o i e e e

Deferred profit. . . ... i e e {1.5)
Deferred tax liability. . ... ... .. . (1.5)
Long-termdebt .. ... . e e (0.2)
Total liabilities assumed................covivrennnt. e e e, (6.8)
Netassetsacquired ...................... e 49.5
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On August 4,.2004, the Company completed its acquisition of Defense Systems, Incorporated (DSI), a
company that provides a full range of information technology and logistics automation services to federal
government and commercial clients, with a-strategic focus on providing the end-to-end total radio-
frequency identification (“RFID”) solutions. The initial purchase consideration consisted of a cash - -~
payment of $6.6 million, of which $5.8 million was allocated to goodwill and $1.6 million was allocated to
1dent|f1able finite-lived mtanglble assets. The 1dent|f1ed 1ntang1ble assets consist of $0.8 million backlog, _
$0.7 mllllon of customer relauonshlps and $0.1 mllhon non-compete agreement, which are being amortized
over their useful lives of 5,10 and 3 years respectlvely Addltlonal consideration of up to $3.2, mllllon '
could be earned by the former, maJor stockholders of DSI over an 18 month period based upon
performance milestones related to certain specified contracts. The additional consideration if any, has
been recorded as goodwill as earned, As of December 31, 2005, approxrmately $0.5 tillion was accrued of
the addltlonal con31derat10n based upon the attamment of certain mllestones As of December 3, 2006
the performance penod had ended and no further contmgent acqulsmon ‘consideration was due.
Approximately $2 8 million in addmonal consideration had been carned and paid related to the contract
milestones achieved by DSIL. ‘The operatmg results for DSI for the year ended December 31, 2003 are not
included in the proforma results presented above as the results were 1mmaterlal .

Pro Forma Financial Infonnation'- . : A ~

"The results of operatlons of these acqunred entmes since the acqursmon date are included in the “ ‘.
Company S consohdated fmancnal statements for fiscal 2004 and 2005 and are a component within the '
-G0vernment Network Servrces segment. ’

i .o [
'

The following summary presents pro forma consolidated results of operattons for the year ended
December 31, 2004 as if the acquisitions described above had occurred January 1, 2004 and includes ' .
adjustments that were directly attributable to the transaction or'were not expected to have a continuing * .
impact on the Company. The pro forma adjustment amount for the period from January 1, 200510 ..
January 27,2005, related 1o the acquisition of TLA is immaterial. The pro forma results are unaudited and
for illustrative purposes-only for. the applicable period and do not purport'to be indicative of the actual
results which would have occurred had the transactions been completed as of the-beginning of the period,.
nor or they indicative of results of operations which may occur in the future (all unaudlted amounts, except

per share amounts, are in mllhon) . . L

|

LI e : 2004 ' Pro forma 2004
1 o D PO ' : ., AS Restated  Adjustments . .Pro forma
REVENUE. .. it i i e $296.2 $316 - $327.8.¢
Net income.: . . . . e e et $ 150 $ 2.8 $ 178 .
Diluted earnmgs per share.‘ ..... N R $ 020 $0.04 $024.

Lo

Enterpnse Network' Serwces Segment
, On February 13 20{)3 the Company acqulred all of the outstandlng capital stock of Suntech

Systems Inc (Suntech)., a company that provides subcontracting services primarily for general contractors
and enterprise customers for the design and msta]latlon of commercial electrical systems. This acquisition -
was the first in the Company 8 dlverSIfrcatlon strategy into the enterprise market: Initial purchase
consideration consisted of a cash payment totaling $1.8 million, of which $1.0 million was allocated to
goodw1ll and $0.6 mllllO[l was allocated to the fair value of identifiable lntanglble assets. Purchased _
intangible assets prrmanly consisted of customer relatronshlps and are being amortized over their 5- year
estimated useful life. The acquisition was accounted for under the provisions of purchase method .
accounting in accordance with Statement of Financial Accountmg Standards No. 141 (SFAS No. 141)
“Business Combinations”. Included in the stock purchase agreement is a provision whereby the Company
has agreed to pay the selling shareholders additional consideration that is contingent upon the acquired
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entity’s successful achievement of specific annual earnings targets for each of the years ending
December 31, 2003, 2004 and 2005 and the continued employment of certain individuals. As of
Dzcember 31, 2005, $2.6 million of additional purchase consxderatlon was recorded as goodWlIl brmgmg
the total purchase:consideration to $4.4 million.-  « . :

On Aprll 15,2003, the Company acquired all of the outstanding capltal stock of Delmarva Systems
Corporauon a company that prov1des various commercial glectrical systems integration services. This
acquisition was a continuation of the Company’s divérsification strategy. Initial purchase consideration
consisted of a cash payment totaling $6.2 million, of which $1:3 million was allocated to goodwill and
$2.1 million was allocated to the fair value of identifiable intanigible assets. Purchased intangible assets
consisted primarily of cistomer relatlonshlps that are bemg‘ amortized over their 7-year estimated useful
life. The acquisition was accounted for under the prowsnons of the purchase method of accounting in’
accordance'with SFAS No. 141. The stock purchase agre€ment included a pl‘OVlSlOl‘l whereby the Company
agreed to pay the sellirig shareholders additional consideration that is contingent upor the acqun'ed
entity’s successful achievement of specific carnings targets for each of the twelve month periods ended
March 31, 2004, 2005 and 2006. As of December 31, 2005, $10.9 miillion of additional prchase
consideration was recorded as goodwill, brmgmg the total purchase consideration to $15.8 million.

On August 7, 2003, the Company acquired ail of the outstanding equity interests of Enco Systems, Inc.
{Enco), a company that provides full-service security systems and building technologies integration. This
acquisition was a continuation of the Company s dlver51f|cat10n strategy The initia] purchase consideration
consisted of a cash payment totalmg $3.7 million, of which $0.1 million was allocated to goodwill and
$0.1 million was allocated to identifiable intangible assets. The acquisition was accounted for under the
provisions of the purchase method of accounting in accordance with SFAS No. 141. The stock purchase
agreement included a provision whereby the Company has agreed to pay-the selling equity holders " -
additional consideration that is contingent upon the acquired entity’s successful achievement of specific
annual earnings targets for the six month period ended December 31, 2003 and the years ending
December 31, 2004, 2005 and 2006, and the continued employment of certain individuals. All additional
contingent consideration earned by Enco was classified as compensation expense. The stock purchase'
agreement contained a provision whereby either party could terminate the earn-out provision at the end of -
2005 and the Company has chosen to exercise this option.

In connection with the acquisitions of Suntech and Enco, certain selling shareholders had continued
employment provisions as a condition to receiving additional earn-out consideration. In accordance with
EITF 95-8 “Accounting for Contingeént Consideration Paid to the Shareholders of an Acquired Enterprise
in a Purchase Business Combination,” such payments were recorded as compensation expense: During
2003, the Company recorded $2.9 million of associated compensation expense. In September 2004, the
Company amended these purchase agreements to more accurately reflect the intent of the transaction,
resulting in a rescission of the continuous employment clauses from the earn-out arrangements. These
amendments constituted a triggering event which resulted in a one-time charge of $12.4 million in the third
quarter of 2004 and is reflected on the consolidated statements of operations as Contingent Acquisition
Consideration, which represents estimated payments to be made to certain ENS selling shareholders based
on the original continuous employment clauses. During the third quarter of 2005, the'Company reduced
$2.5 million of this accrual as a credit to Contingent acquisition consideration on the accompanymg
consolidated statements of operations, when it became reasonably certain that the total earn-out
consideration earned would be less than originally estimated based upon the performance of the acquired
entities. During the fourth quarter of 2005, the Company recorded an additional increase of $0.4 million
accrual that was recorded to selling, general and administrative expense of contingent acquisition
con51deratlon as a result of one of the entmes financial performance exceedmg prevnously eStimated
performance ‘ :

162




As part of the Company’s 2006 annual test of goodwill for impairment, the Company recorded a non-
cash impairment charge of $18.3 million in the Enterprise Network Services segment. This was due in part
to changes in the industry and the strategic focus of the Company as well as operational challenges from
significant employee turnover that the Company encountered after the completion of the earn out periods.
Refer to Note 2 Goodwill and Other Intangible Assets for further discussion. As of December 31, 2006,
there is no remaining goodwill balances related to the Enterprise Network Services segment.

Contingent Acquisition Consideration

In connection with certain business acquisitions, the Company may agree to make additional future
payments to sellers contingent upon achievement of specific performance-based milestones by the
acquired entities. Pursuant to the provisions of SFAS No. 141, such amounts are accrued, and therefore,
recorded by the Company when the contingency is resolved beyond a reasonable doubt and, hence, the
additional consideration becomes payable. A summary of the contingent acquisition consideration as of
December 31, 2005 and December 31, 2006 is summarized in the following table.

Summary of Contingent Acquisition Consideration

Suntech Enco DSI1 MRC Total

Balance as of December 31,2005 .. .......ccvvv.... $69 $08 $05 § — §82
(Release) accrual for contingent consideration . .. .. ©.1) 02 .02 116 °119
Payments. . ...t e 6.8) (1.0) (0.7 — (8.5

Balance as of December 31,2006 ............. S $ — $§ — § — $116 ‘3116

Enterprise Network Services

During the full year ended December 31, 2006, $7.8 million was paid to certain shareholderslof the
companies acquired in ENS. As of March 31, 2006, all earn-out performance periods had ended and there
was no additional contingent consideration earned related to the ENS shareholders.

Government Network Services
Madison Research Corporation (MRC)

In connection with the Company’s acquisition of Madison Research Corporation (“MRC”) in
October 2006, the purchase price included a working capital adjustment of $4.6 million, which was paid in °
April 2007 and $6.9 million which was held back to secure the Company’s indemnity rights and will be
released, subject to indemnity rights, in installments following 6, 12, and 18 months from the date of close.
In April 2007, $1.5 million of the holdback was released and paid to the former shareholders of MRC. As
of December 31, 2006, the $11.6 million contingent acquisition consideration balance which includes
accrued interest of $0.1 million was reflected as $9.8 million in the Accrual for contingent acquisition
consideration with the remaining $1.8 million non-current portion reflected in Other liabilities on the
accompanying consolidated balance sheets. '

Defense Systems, Incorporated

In connection with the Company s acqu151t10n of Defense Systems, Incorporated (“DSI”) in
August 2004, additional consideration of up to $3.2 million could be earned by the former major
stockholders of DSI over an 18 month period, based upon performance milestones related to certain
specified contracts. As of December 31, 2006, approximately $2.8 million additional consideration had
been earned and paid related to the contract milestones achieved by DSI. As of March 31, 2006, the
performance period had ended and no further contingent consideration could be earned.

163




Nete’! Balance Sheet Details . ‘ ' . L

| The Company s cash equivalents consist of overmght cash sweep accounts that are, mvested on a daily
basis. As of December 31, 2006, the company had no other short term investments. The cash and cash

equwalents at December 31,2005 and December 31 2006 were as fo]lows (in millions): -
December 31, 2005 December 31, 2006
Amortized Cost  Fair Value  Amortized Cost  Fair Value
Basis Basis_ i Ba_si_sl - quis Y
Cash and cash equivalents: o ’
Cash................ FTOTI $2.7 827 - $(0.0) $(0.0)
Moneymarket'.................. ‘50 - . 50 v .54 - 54 .
"Cash and cash equivalents . ...... e $7.7 77 $ 54 ' $ ‘5.4

Net unrealized gains and realized gains recorded durmg the year ended December 31, 2005 dl’ld
December 31, 2006 were immaterial. '

The consolidated balance sheets consist of the following at December 31, 2005 and 2006 (in millions):
: . 2005 2006
Accounts receivable, net: . : y S
Billed ... ... e $ 540 - % 683
Unbilled. .. ..o s 46.8 47.9
Total accountsreceivable . ........ ... .. .. .o o L e » 100.8 116.2 .
Allowance for doubtful accounts............ e e (0.8) (0.5)
Total accounts receivable, net. . ... . . $100.0 $115.7.
Property and equipment, net: o ) L , ' o
Computer equipment . ............ ...l -$.260 § 275
Furniture and office equlpment .............. e S 44 40,
SOFtWAre ........oooiiitii e e e 42 74
Leasehold improvements ... ..... .. e 1.5 20 .
Accumulated depreciation and amortization . ......................... (232) (210)
Total property and equipment, net. . .......................... L. $ 129 %139
Other intangibles, net: : o v .
Contracts and backlog...................... e e $ 60 8% 75.
Customer relationships. ... oo e i e e e AN 3.4 10.0
Noncompete agreements ................................... e ; 13 . 13-
- Trade name........... R P e o 04,0 04
Accumulated amortization. ... ...... 0o i i e Cieaas L (3.7 (5.8)
Total other intangibles, net . ... .. N S Gl Feee 30740 8 134
Investments in unconsolidated affiliates: ' o ‘ '
CommVerge, Inc. ....... el 8 098 09
Tactical Survey Group, Inc. . .. ... .o i e 1.2 1.2
Total investments in unconsolidated affiliates . . ..................... $§ 21 § 21
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Note 8. Notes Payable and Other Financing Arrangements
(a) Credit Agreement

On March 16, 2005, the Company entered into a'crédit agreement with KeyBank National Association
{(“KeyBank™) to pr0v1de a $15.0 million sénior credit facility. KeyBank was designated as the sole arranger
and sote book manager. The facility had a three-year term and could have been expanded to a $60.0 )
million facility. The Company used the facility for general carporate purposes and to fund acquisitions. On
October 2, 2006, the Company entered into a new credit agreement with Key Bank to provide an $85
million senior credit facility, which replaced the Company’s existing $15 million senior credit facility. The
facility has a 5 year term with principal due in 2011 and interest payable on a monthly basis, At the
Company’s option, interest is payable at the London Interbank Offer Rate plus 1.75-3. 50%, or at the prime
rate plus 0.30-0.75%, with either option adjusted quarterly based on the company’s total net
debt-to-EBITDA ratio. The Company has used the facility to fund its acquisition of Madison Research
Corporation (MRC) and for general corporate purposes. The terms of the new credit agreement require
the Company to provide certain customary covenants for a credit agreement, including certain financial
covenants, computed as defined by the terms of the agreement. These financial covenants include a
maximum total net debt leverage ratio of 4.00 to 1.00, a minimum liquidity ratio of 1.35 to 1.00, and a
minimum fixed charge coverage ratio of 1.10 to 1.00. The facility is collateralized by the assets of the
Company.

The facility contains customary events.of default, including payment defaults, breaches of
representations and warranties, and covenant defaults. As of March 30, 2007 the Company was in technical
default of this agreement as it had not yet filed its Form 10-K and 2006 audited financials. On April 6, 2007
the Company entered into an amendment to the credit agreement whereby Key Bank waived this technical
default and provided an extension through April 30, 2007 for filing our 10-K and 2006 audited financial
statements. On June 1, 2007, the Company entered into a second amendment to the credit agreement
whereby Key Bank extended the original waiver for filing our 10-K and 2006 audited financial statements
and the quarterly unaudited financial statements for the fiscal quarters ended March 31, 2007 and June 30,
2007 through September 30, 2007 and reduced the total Facility to $50 million to reflect the net pay downs
of the revolvmg line of credit reflecting the divestiture of our EMEA business in March 2007 and the
divesture of our domestic Enginéering business. In addition, the second amendment provides for the =
furthér reduction of our credit faéility to $35 million effective upon receipt of principal payments under the
note received from the buyer of the domestic engineering business, which occurred on July 3, 2007.

As of December 31, 2006, the Company s outstanding balance on the facility was $51.0 million and the
weighted average interest rate was 8.99%. This includes $0.3 million 6f financing costs related to the
original and replacement of the Senior Credit Facility in the fourth quarter of 2006, The replacement of
the facﬂlty in the fourth quarter resulted in a write-off of'$0.2 million in deferred financing costs related to
the Drlgmal facility. The Company had $1.2 million in deferred financing costs outstanding as of
December 31,2006 Wthh are related to the new facility and are being amortized over the five year life of
the facility. '

b

(b) Fmancmg o

In February 2003, the Company entered into an agreement with Nauonal Clty Vendor Finance, LLC
to finance $0.59 million in software, maintenance and support fees of one of its IT systems. The interest
rate for the financing is at 4.2% per annum. Principal and interest payments of $0.05 million are payable
quarterly through January 2008. As of December 31, 2006, $0.3 million was outstanding on this financing.

v [
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Note 9. Lease Commitments

The Company leases certain equipment under capital leases with a weighted average interest rate of
approximatety 5.0% that expire at various dates through 2010. The Company also leases certain facilities
and equipment under operatmg leases having terms expiring at various dates through 2011. Future
minimum lease payments under capital and operating leases as of December 31, 2006 are as follows
(in millions): : .

’ i ' o Net
n ‘ . ' . Capital  Operating
Leases Leases
Year ending December 31,
2007 ... e e e $0.4 $ 58
2008 ..., T 5.1
2009 ........... N U ' 48
7 ' — 3.0
2001 ..., e e e — 0.6
Thereafter. .. .. P e = 0.7
Total future minimum lease payments. e N ‘ 0.4 $20.0
Less amount representing iMterest ... ... .o..veeeeernarneenanaenrearon,. 0.0
Present value of capital lease obligations ............. ... .. .. ..... 0.4
Lesscurrentportion ..........covvviviinnuenians e e 04
' Long-term capital lease obligations .. .............. ..o $0.0

Equipment recorded under capital leases approximated $0.7 million as of December 31, 2005 and $0.9
million as of December 31, 2006, with accumulated amortization of $0.5 million and $0.4 million as of
December 31, 2005 and 2006, respectively.

Pursuant to the terms of sublease agreements as of December 31, 2006, approximately $0.3 million of
sublease income will offset future minimum lease payments as of December 31, 2007. Gross rent expense
under operating leases for the years ended December 31, 2004, 2005 and 2006 were $5.2 million,
$6.6 million and $5.8 mitlion, respectively. Total sublease income for lh_e years ended December 31, 2004,
2005 and 2006 totaling $1.0 million, $0.8 million and $0.6 million, respectively, has been netted against rent
expense.

Based on management’s assessment of assumptions based upon existing market conditions, sublease
rental rates and recoverability of operating lease expenses for the Company’s vacant properties and due to
the Company’s actions to consolidate facilities, during the fourth quarter of 2006, the Company
reevaluated its accrual for unused office space and determined that a portion of its corporate facility would
no longer be utilized to the extent previously expected. As a result, the Company calculated the estimated
loss on unused office space to increase by approximately $1.4 million in the quarter ended December 31,
2006. The accrual for loss on unused office space was $1.7 million, net of approximately $0.9 million of
tease payments and $2.6 million, net of approximately $0.4 million of lease payments as of December 31,
2005 and December 31, 2006, respectively. The Company estimates that the remaining accrual will be paid
through 2010. Such amount is included in asset impairment and other charges on the Company’s statement
of operations. The lease on certain office facilities includes scheduled base rent increases over the term of
the lease. The total amount of the base rent payments is being charged to expense on the straight-line
method over the term of the lease. In addition to the base rent payment, the Company pays a monthly
.allocation of the building’s operating expenses. The Company has recorded deferred rent, included in
accrued expenses, of $1.2 million and $1.1 million at December 31, 2005 and 2006, respectively, to reflect
the excess of rent expense over cash payments since inception of the respective lease.
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Note 10. Income Taxes .

~ Income (loss) from continuing operations before cumulative effect of change in accounting principle
and before provision (benefit) for income taxes for the years ended December 31, 2004, 2005 and 2006 is
comprised of the following (in miltions):

2004 2005 2006

' : {Restated)  (Restated)
Domestic...............ou..s P $ 2.8 $17.1  $(32.3)
Foreign ...l [P — 0.1 0.1

Total...... SR et $28 $17.2 ~ $(322)

The provision (benefit) for income taxes from continuing operations for the years ended
December 31, 2004, 2005 and 2006 is comprised of the following (in millions}):

2004 2005 2006

(Restated) (Restated)'
Current: . S
Federal. . ..ot $ 00 $(01) $00
At . .. e 0.6 09 08
Foreign-......................... N _ 09 _6o 01
Total CUFTENt. .. ... et e 1.5 0.8 0.9
Deferred:
Federal. ... ..o e {2.6) 4.7 12.2
State............... N 0.5 0.4 1.4
Foreign ... ..o i i e . 00, _ 00 00
Totaldeferred ............... ... ... .. e (2.1) _ 51 136
. $(06)  §5 14.5

Additionally, the Company recognized net tax benefits (adjustments) from exercise of stock options of
$(0.7) million, zero and zero for the years ended December 31, 2004, 2005 and 2006, respectively, which
were recorded in stockholders’ equnty

A reconciliation of total income tax prdv1510n (beneflt) to the amount computed by applying the
statutory federal income tax rate of 35% to income (loss) before income tax provision (beneflt) for the
years ended December 31, 2004 2005 and 2006 is as follows (in millions):

: . -1 2004 2005 2006
. ) . (Restated) (Restated) ,

income tax expense (benefit) at federal statutory rate ... ... .. $2.7) $ 72  $(1L2)
State taxes, net of federal tax benefit and valuation allowance . * - 0.8 1.3 2.2
Foreign ta)i expense (benefit), net of valuation allowance . . . .. 09 (0:2) —
Ificrease (decrease) in federal valuation allowance ... .. ....: (4:6y ~ (46 159
Increase in reserves for uncertain'tax positions . ............. | —_ — 0.1
Contingent acquisition consideration. .-. . ... S, 43 0.7
Tax basis difference on'subsidiaries ...c.........0.......... — ' 08 —
Nondeductible expense. ..... e 0.8 0.7 1.1
Revision of prior year estimates . .......................... — 1.4 L —
Goodwill write-off . ......... i — — . 64
Other,met ... ... i (0.1) — —

Total..........0....... T S e © $(0.6) $59 §145
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The tax effects of temporary differences that give rise to the deferred tax assets and deferred ta%, .
liabilities as of December 31, 2005 and 2006 are as follows (in millions):

[

T _ : : 2005 ' 2006

ot -+ -(Restated)
Deferred tax assets:
Allowance for doubtful accounts ... viiiiinr it $ 12 8 07
SUNdry acCruals . ... ... le e 1.2 1.1
- Vacation accrttal .. ... .oiii e 1.0 16!
Stock-based compensation................... e ’ 27 19
Property and equipment, principally due to differences in depreciation . 04 - 22
IMvestments. . ... ... . e 0.7 1.7
Goodwill and other intangibles. ... //.......... el 24 18
Net operating loss carryforwards .. -............ PO PO 415 521
Capital loss carryforward . .. ... oo 15 1.6
Tax credit carryforwards. ......................... e 0.3 0.3
Deferred revenue. ... ....oooinet it ey 07 . 07,
Reservesandother ................... e 84 .93
. ‘ . ’ ) 62.0 75.0
Valuation allowance ~ .. ... ... e {(324) .. (543)
Total deferred tax assets, net of allowance .......... e, . +29.0 207
Deferred tax liabilities: f ‘
Unearned TeVEMUE . . ... ..ovurneernn e e et e eeeaeeenns e - (13.3) ' (12.4)
Otherintangibles. ............... ...t I et : (2.2) --(48)
‘Property and equipment, principally due to differences in depreciation . (1.4) (4.1)
Other Habilities .. ...\ ieit ettt e e ie e, H0d4) o (0.8)
Total deferred tax liabilities. . .................. e (17.3)  (22.1)
Net deferred tax asset (habihty) ................................. $123 8 (L 4)

i b
oAt December 31, 2006 the Company had federal tax.loss carryforwards of $1(}5 9 mllhon (mcludmg v

stock option net operating loss carryforwards) which expire beginning in 2020 and various state tax loss *
carryforwards of $85.3 million which expire begmmng in 2012. Federal and state tax laws impose.
restrictions on the utilization of net operatmg loss and tax credit carryforwards in the event of an
“ownership change” for tax purposes as defined by Section 382 of the Internal Revenue Code. The
Company has determined that any ownership changes under Section 382 will not materlally impact the
Company’s ability to utilize its net operating loss and tax credit carryforwards. In addition, utilization of
state tax loss carryforwaids is dependent upon sufficient taxable income apportioned to the states.

In assessing the realizability of deferred tax assets, management considers, on a periodic basis,
whether it is more likely than not that some portion or all of the deferred tax assets will not be realized.
During fiscal 2006, the Company recorded an increase in its valuation atlowance of $21.9 million, as it ;
determined that an increase was required based on the Company’s overall assessment of the risks-and :
uncertainties related to its future ability to realize and utilize the Company’s deferred tax assets. This ‘
resulted in the income tax expense being greater than the expected amount for the year.

Note 11. Stockholders’ Equity N L L
(a) Preferred Stock ‘

On May 30, 2002, the Company issued an aggregate of 90,000 shares of Series B Convertlble
Preferred Stock, at an aggregate purchase price of $45.0 million, in a private placement to entities
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affiliated with one of the directors of the Company (40,000 shares), to a brother of the Chairman and Chief
Executive Officer of the Company (10,000 shares) and to an unrelated third-party investor (40,000 shares).
The Company received $44.9 million of net proceeds. Each share of Series B Convertible Preferred Stock.
is initially convertible into 100 shares of Common Stock for a conversion price of $5.00 per share, which
was the fair market value of the common stock at the closing, at the option of the holder at any time,
subject to certain provisions in the Series B Preferred Stock Purchase Agreement. The Series B Preferred
Stock Purchase Agreement had a lock-up provision, which has expired prior to March 5, 2004, on which
date 40,000 shares of Series B Convertible Preferred Stock were converted into 4,000,000 shares of the
Company’s Common Stock. On April 5, 2006, 15,483 shares of Series B Convertible Preferred Stock were
converted into 1,548,300 shares of the Company’s Common Stock.

Through December 31, 2006, the Company has received notices from the holders to convert an
aggregate number of 80,000 shares of Series B Convertible Preferred Stock into an aggregate 8,000,000
shares of the Company’s Common Stock. On December 31, 2005 and December 31, 20086, the total
liquidated preference equaled $12.7 million and $5.0 million, respectively. In accordance with
EITF No. 03-06 “Participating Securities and the Two-Class Method under FASB Statement No. 128”, the
Company s Series A and B Preferred Stock was considered a part1c1patmg secumy for purposes of computmg
basic earnings per share as further discussed in Note 1(1).

(b) Stock Option Plans

During the years ended 1997, 1999 and 2000, the Board of Directors approved the 1997 Stock Option
Plan (the “1997 Plan™), the 1999 Equity Incentive Plan (the “1999 Plan”) and the 2000 Non-statutory Stock
Option Plan (the “2000 Plan”), respectively. Further, in February 2005, the Board. of Directors approved
the 2065 Equity Incentive Plan (the “2005 Plan”). The 2005 Plan was subsequently approved by a majority
of the Company s stockholders on May 18, 2005.

Stock options granted under the 1997 Ptan and 1999 Plan may be incentive stock options or non-
statutory stock options and are exercisable for up to ten years following the date of grant. The Company
ceased making grants under, and subsequently terminated the 1997 Plan upon completion of its initial
public offering. The 1999 Plan permits the granting of incentive stock options or non-statutory stock
options which are exercisable for up to ten years after the grant date. The 2000 Plan permits the grant of
non-statutory stock options, which are exercisable for a period following the date of grant as determined by
the Board of Directors (generally ten years). Additionally, in July 2004, the Board of Directors resolved ,
that all future stock option grants under all of the Company’s stock option plans would be non-statutory
stock options, until such further determination by the Board of Directors,

Stock option exercise prices for the 1997 Plan, 1999 Plan, 2000 Plan and 2005 Plan must be equal to or
greater than the fair market value of the common stock on the date of grant. A cumulative total of,
7.5 million, 15.9 million, 6.5 million and 3.5 million shares of common stock have been authorized for
issuance under the 1997 Plan, 1999 Plan, 2000 Plan and 2005 Plan, respectively: There remains
approximately 2.3 million shares of common stock authorized for the 1997 Plan which are no longer
issuable due to the termination of the plan. In accordance with the provisions of SFAS No. 123,
“Accounting for Stock-Based Compensation,” the Company applies APB Opinion No. 25, “Accounting for
Stock Issued to Employees,” and related interpretations in accounting for its 1997 Plan, 1999 Plan and
2000 Plan. All options granted in 2002, 2003 and 2004, except as noted below, were at.or above fair market
value on the date of grant. .
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On May 18, 2005, the Compensation Committee of the Company’s Board of Directors approved the’
acceleration of vesting of all unvested options to purchase shares of the Company’s common stock that
were held by current employees, including executive officers; and which have an éxercise price per share”
equal to or greater than $10.00. Options to purchase 2,044,487 shares of common stock were subject to this
acceleration. The options subject to acceleration had a weighted average exercise price of $12.02. The
exercise prices and number of shares subject to the accelerated options were unchanged.

On September 19, 2005, the Compensaliori Committee of the Company’s Board of Directors
approved the acceleration of vesting of all unvested options to purchase shares of the Company’s common

~ stock that were held by current employees, including executive officers, and excluding Directors and which

have an exercise price per share equal to or greater than $8.00. Options to purchase 1,026,197 shares of
common stock were subject to this acceleration. The options subject to acceleration had a weighted
average exercise price $9.06. The exercise prices and number of shares subject to the aecelerated options
were unchanged.

On December 21, 2005, the Company’s Board of Directors approved, subject to certain limited .
conditions, the acceleranon of vesting of all unvested options to purchase shares of common stock of the
Company that were held by employees, and which have an exercise price per share equal to or greater than
$6.50. The acceleration was effective as of December 30, 2005, provided that holders of incentive stock
options within the meaning of Section 422 of the Internal Revenue Code of 1986, as amended, were given
the election to decline the acceleration of an option if such acceleration would have the effect of changing
the status of such option for federal income tax purposes from an incentive stock option to a non-qualified
stock option. Options to purchase approximately 316,239 shares of common stock were subject to this
acceleration. The options subject to acceleration had a weighted average exercise price of $6.82. The
number of shares subject to the accelerated options remained unchanged.

The acceleration of these options was undertaken to avoid recognition of future compensation
expense that the Company would otherwise recognize in its consolidated statement of operations with
respect to these options once the Financial Accounting Standards (“FASB”) No. 123 (revised 2004)
“Share-Based Payment”, issued by the Financial Accounting Standards Board, becomes effective. As
originally issued by the FASB, SFAS No. 123 was to be implemented as of the beginning of the first interim
or annual period beginning after June 15, 2005. In April, 2005, the SEC announced it will permit
companies to implement SFAS No. 123R at the beginning of the next fiscal year. The future expense that
was eliminated as a result of the accelerationi of the accelerated vesting of these options was approximately
$18.4 million, net of tax' (of which approximately $7.8 million was attributable to options held by executive
officers and $0.4 million is attributable to options held by directors). .

+ . In addition, on December 21, 2005, the Board of Directors of the Company approved, subject to
certain limited conditions, the amendment of all outstanding stock option grants under the Company’s
1999 Equity Incentive Plan and 2000 Nonstatutory Stock Option Plan (collectively, the “Option Plans™),
with an exercise price per share greater than 120% of the closing market price of the Company’s common”
stock on December 29, 2005 to provide that, as of December 30, 2005, the exercise price of each
outstanding stock option under the Option Plans shall be reduced to 120% of the closing price of the
Company’s common stock as reported on the NASDAQ National Market on December 29, 2005; provided,
however, that the holder of such outstanding stock option is an employee of the Company on December 30,
2005, but excluding (i) employees of the Company that are categorized as project staff associates and
(ii) employees who have, prior to December 30, 2005, given notice to, or received notice from, the
Company terminating their employment on a date or time period after December 30, 2005, There was no
financial impact related to this amendment.

The acceleration of these options was undertaken to eliminate the future compensation expense that
the Company would otherwise recognize in its consolidated statement of operations with respect to these
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options once the Statement of Financial Accounting Standards No. 123 (revised 2004) “Share-Based
Payment”, issued by the Financial Accounting Standards Board (“FAS 123”), becomes effective for
reporting periods beginning in January 2006. Assummg that no holders of incentive stock options elect to
decline the acceleration, the future expense that is eliminated as a result of the dcceleratlon of the vesting
of these options is approximately $0.8 million (none of which is attrlbutab]e to options held by executive
officers). In addition, because the repricing will occur in lieu of additional option grants in 2006 of,
approximately 2.5 million shares for certain of the Company’s employees (the “2006 Opnon Grants”), the
repricing enabled the Company to significantly offset the dilutive impact of the 2006 Option Grants by
reducing both the FAS 123 compensation expense for future option grants as well as the dilution to the
Company’s outstanding share amount.

Effective January 1, 2006, the Company adopted the provisions of Statement of Financial Accounting
Standards No. 123R (“SFAS 123R”), “Share-Based Payments,” which requifes the measurement and
recognition of compensation expense for all share-based payment awards to employees and directors based
on estimated fair values. SFAS 123R supersedes the Company’s previous accounting methodelogy using
the intrinsic value method under Accounting Principles Board Opinion APB No. 25, “Accounting for
Stock Issued to Employees.” Under the intrinsic value method, no share-based compensatlon expense
related to stock option ; awards granted to employees had been ‘recogriized in the Company s Consolidated
Statements of Operations, as all stock option awards grdnted under the p]ans had an' exercise price equal
to or greater than the market value of the common stock on the date of grant. The Company has no awards
with market or performance conditions. :

The Company adopted SFAS 123R using the modified prospective trarisition method. Under this
transition method, compensation expense recognized during the twelve months ended December 31, 2006
included: (a) compensation - expense for all share-based awards granted prior to, but not yet vested, as of
December 31, 2005, based on the grant date fair value estimated in accordance with the original provisions
of SFAS 123, and (b) compensation expense for all share-based awards granled subsequetit to
December 31, 2005, based on the grant date fair value estlmated in dCCOl’ddnCC with the | provisions, of
SFAS 123R. In accordance with the modified prospective transition method, the Company’s consotidated
financial statements for prior periods have not been restated to reflect the impact of SFAS 123R,

On December 28, 2006, the Board of Directors of the Company approved the acceleration of vesting
of all unvested options issued prior to June 30, 2006 to purchase shares of common stock of the Company
that are held by employees and directors. The acceleration was effective as of December 29, 2006, provided
that holders of incentive stock options within the meaning of Section 422 of the Internal Revenue Code of
1986, as amended, were given the election to decline the acceleration of an option if such acceleration
would have the effect of changing the status of such option for federal income tax purposes from an
incentive stock option to a non-qualified stock option, Options to purchase approximately 2.1 million
shares of common stock were subject to this acceleration. The number of shares subject to the accelerated
options will remain unchanged.

The acceleration of these options was undertaken to eliminate the future compensation expense that
the Company would otherwise recognize in its consolidated statement of operations with respect to these
options under the Statement of Financial Accounting Standards No. 123R “Share-Based Payment”, issued
by the Financial Accounting Standards Board (“FAS 123R”). The future expense that is eliminated as a
result of the acceleration of the vesting of these options is approximately $7.5 million (of which
approximately $1.4 million is attributable to options held by executive officers). The expense that was
incurred related to the vesting of these options was $ 9.2 million in continuing operations and $0.3 million
in discontinued operations due to the fact that the future expense assumed that options would be forfeited
as employees left the company and the acceleration of the vesting resulted in a 0% forfeiture rate on the
vested options and thus a higher expense.
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Information under FAS123R for Fiscal 2006

The Company records compensation expense for employee stock options based on the estimated fair

value-of the options on the date of grant using the Black-Scholes option-pricing model and the weighted
average assumptions (annualized percerntages) includéd in the following table. Awards with graded vesting

are recognized using the straight-line method. Fair value under SFAS No 123R is detennmed using the
Black Scholes 0pt10n-pr1c1ng model with the followmg assumptnons -

!

' o : : I . 1 2006
Expected life:(l) e ot ! C
Stockoptions . ...l A G . .70 : ) £
. Purchase plan. .... J e e e, —
""" 'Risk-free interest rate(2) ....... TR e e 46%
Volatility(3) ........... PO e e C6L7%
;  Forfeiturerate(4) ................ ey e 23.7%
' Dmdendyleld(ﬁ) .................. e ' L -

(1)

@

3y

4)

(%)

The ‘expected life of stock options granted under the Plans is based upon h;stoncal exerc1se patterns

“which the Comipany believes are representattve of future behavior. The expeeted life of shares under
the Purchase Plan represents the amount of time remammg in the offerlng period.

The risk-free interest rate is based on U.S. Treasury yields in effect at the time of grant with a term -
equal to the expected term of the options.

P

The Company estimates the implied volatility. of its common stock at the date of grant based on an
equally welghted average of trailing volatlllty and market based implied volatthty for the. computatlon

Forfeltures are estimated at the time of grant based upon historical information. Forfeitures will be
revised, if nécessary, in subsequent periods if actual forfeitures differ from estimates. Prevnously,
under APB25 the Company recogmzed forfeltures as they were mcurred

The Company has no history or expectation-of paying dividends on its common stock

Upon option exercise, the Company issues new shares of stock. A summary of the status of the

Company’s stock option plan as of December 31, 2006 and of changes in options outstandmg under the

plan forthe year ended Decernber 31, 2006 is as follows:

. Weighted- . .

) Average
e : oo " Weighted- Remaining
. - . .Average Contractual .
Number of  Exercise Price = Term ! Aggregate
Shares per Share (in years) Intrinsic Value .
. (000’s) s ) (000’s)
Options outstanding at December 31, : :
2005 ... " 13,165 - $6.27
Options granted............... PR - 372 4.7 ' .
Options exercised .............. e (147) 385 ° wro
Options forfeited or expired ......... © (1,961) * 642 o0 :
Options outstanding at December 31 ' ot .
20067 ....... e L 11,629 $6.08 66 $176.7 :
B Opttons vested and exercisable at . " B -
' December31 2006.. . ..o, 11,435 - $6.11 6.6 $130.7
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As of Decémber 31, 2006 there was $1.6 million of total unrecognized stock compensation expense
related to nonvested shares which is expected to be recognized over a remaining weighted-average vesting
. period of 2.6 years. The total intrinsic value of options exercised during the year ended December 31, 2006
was $0.7 million. The weighted-average estimated fair value of employee stock options granted during 2006
was $2.33. The total fair value of options vested.during the year was $11.1 million.

' Additional 1rfforrnat1o'r1 about stock options outstanding at December 31, 2006 with exermse prices less
than $2.85 per share, the exercise price at December 29, 2006 the last trading day of the period, follows

(number of shares in thousands) v

Exercisable Unexercisable Total

Weighted Weighted Weighted
Average , Average . Average
Number Exercise Number Exercise Nuomber Exercise
) Stock O‘ptrinns ‘ of Shares Price of Shares Price ‘ .of Shares : Price
Less than $2.85........ T 140 $_1.94' 68 $221 . 208 $2.03
_‘Above $2. 85 11,295 $6.16 _ 1_2§ $5.80 11,421 )  $6.16 _
Total omstandmg. ieeeeneen 11,4357 $6.11 194 $453 11,629 629 $6.08

Infonnatzon under FAS 1 23 for Periods Pnor to Frscal 2006 o ‘ | , : .

Stock option’ transactrons are summanzed below (shares in thousands)

e i

Options Outstandmg

Shares Number of Exercise Price per Share
Available for Shares Weighted
Grant Outstanding Range . _Average
Outstanding at December 31,2003...... 9,340 11,374  $1.33-%132.06 § 9.16
" Plan Shares Expired ©...0....... (157) — ! - =
Granted.,.....0......... e (3,807) T 3,807 $ 3.69-514.86 '$ 849
‘Exercised....... U - (1,534) $ 1.33-$1500 $ 474 ~
Cancelled '...... P SR C_ 1816 (1,816) © $1.33-$132.00 $11.79
Outstariding at December31 2004...... 7,192 - 11,831 $1.33-$132.06 ' § 9.11
Plan Shares Expiréd ... .. ...'..". S . '(28) - — o=
Granted......." 0 ....... LN (10,196) 10,196 1 8 4.95-$9.54 $ 622
“Exercised....... ... ol Lol — o (593) 0§ 1.33-$643 % 431 ¢
Cancelled ............... e, 8269 . (8269) $3.58-$132.00 $1042 '
Outstandmg at Décember 31; 2005.."... ' 5237° 13165 § 1.33-$5288'"% 627

{c) Employee Stock Purchase Plan

In August 1999, the Board of Directors approved the 1999 Employee Stock Purchase Plan (the
“Purchase Plan”). A total of 2.9 million shares of Common Stock have been authorized for issuance under, -
the Purchase Plan. The Purchase Plan qualifies as an employee stock purchase plan within the meaning of
Section 423 of the Internal Revenue Service Code ‘The Purchase Plan commenced in November 1999
upon completlon of the Company s initial pubhc offerlng On November 16, 2005, the Compensatioh - ) ‘
Cominittee of the Board of Directors elected to suspend all future offermgs under the Purchase Plan
effectrve January 1, 2006. ' '

. Unless othemlse determmed by the Compensatlon Commrttee of the Board of Drrectors all
employees were eligible to participate in the Purchase Plan'so long as they are employed by the Company
(or aisubsidiary.designated by the board) for at least 20 hours per week and were customarily employed by
the Company (ora sub51d1ary desrgnated by the board) for at least 5 months per calendar year.

1
. DA | '
. . . N
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Employees who actively participated in the Purchase Plan were eligible to have up to 15% of their
earnings for each purchase period withheld pursuant to the Purchase.Plan. The amount that was withheld
was used at various purchase dates within the offering period to purchase shares of Common Stock. The
price paid for Common Stock at each such purchase date was then equal the lower of 85% of the fair
market value of the Common Stock at the commencement date of that offering period or 85% of the fair
market vaIue of the Common Stock on the relevant purchase date. Employees were also able to end their
participation in' thie offerlng at any time during the offerlng period, and’ partlclpatlon ended ‘automatically
upon términation of employment. From the Purchase Plan’s inception through December 31, 2005, the
cumulative number of shares of Common Stock that have been issued under the Purchase Plan -
was 2,005,899. ‘

[ o

(d) Restricted Stock Unit Agreement .

On January 10 2007, the Compensation Commlttee of the Board approved a form of Restrlcted Stock
Unit Agreement (the “RSU Agreement”) to govern the issuance of restricted stock units (“RSU”) to
executive officers under the Company’s 2005 Equity Incentive Plan (the “Plan”); Each RSU represents the
right to receive a share of Stock (a “Share”) on the vesting date. Unless and until the RSUs vest, the
Employee will have no right to receive Shares under such RSUs. Prior to actual distribution of Shares
pursuant to any vested RSUs, such RSUs will represérit an unsécured obligation of the Company, payable
. (if at all) only from the general assets-of the Company. The RSUs that may be awarded to'executive
officers under the RSU Agreement will vest according to vesting schedules specified in the notice of grant
accompanying each grant. - \ ‘

(e) Shelf Reglstratlon

On February 19, 2004 the Company filed a umversal shelf Reglstranon statement on Form S-3 and an
acquisition shelf Registration on Form S-4 with the Securities and Exchange ‘Commission (SEC). The
Company has no immediate plans to raise capital under the shelf Form S-3 or to utilize the shelf Form S-4
for acquisition transactlons The universal shelf registration statement on Form $-3 will permit the

-Company to sell, in one or more public offerings, shares of newly issued common stock, shares of newly
issued preferred stock, warrants or debt securities, or any combination of such securmes for proceeds in
an aggregate amount of up to $200 million. In addition, the universal shelf will permlt certain stockholders
who purchased the Company’s Series A and Series B Convertible Preferred Stock, to sell up to 5.4 million
shares of common stock, al of which are currently included in the Company’ s December 31, 2005 weighted
average diluted common shares outstanding. The acquisition shelf reglstratlon statement on Form S-4 will
enable the Company to issue up $200 million of its common stock in one or more acquisition transactions
that the Company may make fron time to time. These transactions may include the acqulsmon of assets,

busmesses or securltles whether by purchase merger or any other form of busmess
C

() StockholdernghtsAgreement o c N I e

On December 16, 2004 the Company entered into a Stockholder nght Agreement (the “R1ghts
Agreement”). Under the terms of the nghts Agreement, initially, the nghts will attach to all certificates
representing shares of outstandmg Company common stock and no separate Rights Certlflcates will be
distributed. Subject to the prov1'31ons of the Rights Agreement the Rights will separate from the Company
common stock and the “Distribution Date” will occur upon the earlier of (i) ten business days following a
public announcement (the date of such announcement being the “Stock Acquisition Date”) that person or
group of affiliated or associated persons has‘acquired or obtained the right to.acquire beneficial ownership.
of 15% or more of the then-outstanding Common Stock, (an “Acquiring Person’ ", or (ii} ten business days
{or such later date as may be determined by, action of the Board of Directors prior to such time as any -
person becomes an Acquiring Person) following the commencement of a tender offer or exchange offer

i
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that would result in a person or group becoming an Acquiring Person. An Acquiring Person’ does not
include certain persons specified in the Rights Agreement.

On December 16, 2004, the Company’s Board of Directors authorized and declared a dividend of one
right (a “Right”} to purchase on one-hundredth of a share of the Company’s Series C Preferred Stock
(“Series C Preferred”) for each outstanding share of Common Stock, par value $0.001 (“Common Stock™),
to stockholders of record as of the close of business December 27, 2004 (the “Record Date”). Each Right
entitles the registered holder, subject to the terms of the Rights Agreement, to purchase from the
Company one one-hundredth of a share of Series C- Preferred at a purchase price of $54.00, subject to
adjustment (the “Purchase Price”).

The Rights are not excrcisable until the Distribution Date and will exbi_re at the close of business on
the tenth anniversary of the Rights Agreement unless earlier redeemed or exchanged by the Company.

Note 12. Employee Benefit Plan

In 1996, the Company 1mplememed a 401(k) savings plan pursuant to Sectlon 401(k) of the Internal
Revenue Code (the “Code”), covering substantially all employees. Participants in the plan may contribute
a percentage of compensation, but not in excess of the nmaximum allowed under the Code. The Company
may make contributions at the discretion of its Board of Directots. The Company made contributions of
$0.3 million in 2004, $2.1 million in 2005 and $1.2 million in 2006.

On November 18, 2004, the Board of Directors adopted the Wireless Facnhtles Inc. Nonqualified
Deferred-Compensation Plan, effective as of January 1, 2005 (the “Plan™). The Plan provides executive
officers and other eligible highly compensated employees with the opportunity to enter into agreements to
defer up to eighty percent (80%) of their cash compensation derived from base salary, bonus awards
and/or commissions. In addition, the Company may, in its sole and absolute discretion, award any
participant under the Plan an additional employer contribution. Deferrals are adjusted for gain or loss
based on the performance of one or more investment options selected by the participant from among
investment funds chosen by the committee appointed to administer the Plan. Participants may elect that
distribution of deferred amounts be paid in the form of either a lump sum or in annual installments if the
participant terminates employment as a result of his or her retirement. However, all other distributions
under the Plan will be made in a single lump sum. Distributions occur upon termination of service or upon
such other dates that may be elected by the participant in accordance with the terms of the Plan. The
Company, in its sole discretion, may suspend or terminate the Plan or revise of amend it in any respect
whatsoever; provided, however, that no such action may reduce amounts credited to deferral accounts and
such accounts will continue to be owed to the part1c1pants or beneficiaries and w1ll contmue to be a liability
of the Company.
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~ Note 13. Significant Customers . ce - o R

The following table presents our key customers for the years presented and the percentage of net $ales
made to such customers (in-millions): - . - - .

% iof Total

*_Key Customer T S © .+ Revenue _Revenue
2004 - T
Cmgular(nowAT&T)..............................; ........ ... %679 . 23%
Western Wireless. . ..... e P -, 28.0. 10%
2005 -
Cmgular(nowAT&T).......................' .................... 98.8 29%
US. Navy ...0...0...0 ... SR ol S PP U336 " 10%
2006 R . ' o
Cmgular (now AT&T) .......................................... . 89,6 27%
U S NaVY Lttt it i e e e 342 0% * -
Sprint...:... oL B e e e e e et et seas 319 0 10%

. Our top flve customers accounted for apprommately 53%, 54% and 56% of.our total revenue in 2004
2005 and 2006, respectively. The U.S. Navy is a customer of our Government Services segment.and
Cingular (now AT&T), Sprint and Western Wireless are customers of our Wireless Network Services
segment,

The following table presents net accounts recelvable for customers w1th sugmflcant concentratlons
(in millions). e - .- : . o

% of Total accouuts .

Key Customer _— t : ‘ Accounts receivable, net receivable, net
2004 " " ‘ C T - A
. Cingular (now AT&T) ........ e e ' © %149 SR ‘ll% o
- 20050 - , C ‘ Lo
Cmgular (now AT&T) S S Vil . 351 - 35%
2006 " o : . B e -
Cmgular (now AT&T) .......................... 18.0 o C 16%-
Sprmt. e e S : - 172 - 15%

Note 14. Segment Information '

SFAS No. 131, “Disclosures about Segm‘ehts of an Enterprise and'Related Information,” establishes
annual and interim reporting standards for an enterprise’s operating segments and related disclosures
about its products, services, geographic arcas and major customers. An operating segment is defined as a
component of an enterprise that engages in business activities from which it may earn revenues and incur
expenses, and about which separate financial information is regularly evaluated by the chicf operating
decision maker in deciding how to allocate resources. Our chief operating decision maker is our Chief
Executive Officer.

| In 2004, the Company reorganized its operating segments to reflect its current operations and

| . strategic direction. Effective January 1, 2004, the Company reorganized its business along service lines

! including three reportable segments: Wireless Network Services, Enterprise Network Services, and
Government Network Services. The Company evaluates the performance of our operating segments based
on operating income: Operating income includes the allocation of certain corporate expenses to the

| _ segments, including depreciation and amortization expense related to corporate assets. Certain income

| and charges are not allocated to segments in the Company’s management reports because they are not

| considered in evaluating the segments’ operating performance. Unallocated income and charges are
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primarily'related to share based compensation charges and related tax adjustments and accruals such as
unused office space. As of December 31, 2006 we had discontinued substantially all of our international
operations so all items presented for continuing operations relate to the United States and assets
presented for discontinued operations relate to international geographical locations. All prior period
amounts have been reclassified in order to conform with the current period presentation and allocation
methodology. ) )

‘Revenues, operating income (loss) and assets provided by the Company’s segments for the years
ended December 31, 2004, 2005 and 2006 are as follows (1n mllllons) . S

' ' . . f

_ o _ 2004 . 2005 2006
K ! : ‘ ' (Restated)  (Restated)
. Revenues: " ‘ g _ B !
" ' Wireless Network Services:. ... .. e e P Lo 8179.3 $1854  $174.7 °
" Enterprise NetWork Services...........00....0oneen... 653 - 673 55.6
Governrnent Network Services #:. .. ......... ... ... ... - 516 - 85.0- 97.5
~ Total révenues ................ eeeeeccodee o 829620 $337.7 0 $327.8
: Operating income (loss): ’ © - '
Wireless Network Services. . ... . e e $ 03 $ 58 8§ (27,
Enterpnse Network Services. ......... R ' (8.1) 5.8. (23,9
Government Network Services ...................... e - 42 74, 82
Reconcﬂmg AMOUNTS. . ...ttt e 9.2 (2 1) (13.0)
Total operating income (loss) PP $§ 56° $ 169 §$(314)
Assets: a o '
Wireless Nétwork Services. . . . . T Lo %1624 $126.6  $109.0
“Eiiterprise Network Services .. ..........lvocivvinion... T 403 59.9 279
Government Network Services . .......iiveoeneeeenno.... 61.8 86.6 - 188.0
Discontinued Operations. .. .............. .. iieniinns 66.2 69.0 11.0

,  Totalassels..,......coovvvnnn... e, T . %3307 $3420  $3359

. T‘he,- ope}'atgng income'(loss) of ﬁnterprise Network Services for 2004, 2005 and 2006 were impacted,
by the following items: . .

* an expense in 2004 for,contingent acquisition consideration of $12.4 million resulting from the -
Company’s amendment of the purchase agreements related to two of the companies acqulred in the
ENS d1v1510n :

» abenefit to operatmg income in 2005 as aresult of a $2.1 million credit to reduce an excess
contmgent acqulsltlon accrual : :

. charges in 20{)6 of $18.3 mllllon related to the 1mpanment of goodwnll and a $1 8 million
impairment of an.asset.

The operatmg loss related to the Wireless' Network Services segment in 2006 is primarily due'to )
reduced margms in our deployment business that have been negatively impacted by a large national
deployment program under which the customer is issuing purchase orders for each separate ‘phase of the-
project, rather thian the entire project, resulting in the Corpany reeordmg ZEro proflt margm or below the
anticipated prOJected margin at completion on these projects.”

The reconcﬂmg amounts in 2004 were impacted by the reduction of apprommately $12.2 mllhon of
previously recorded payroll tax adjustments related to stock—based compensation expense that was
previously recorded related to stock-based compensation expense from 2000 to 2003. The reconciling
amounts in 2006 were 1mpacted by increased stock based compensatlon expense due to the Company’s
adoption of SFAS Ng, 123R in January 2006.
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Assets of the,. Company’s corporate headquarters and other corporate related assets have been
included in the assets of the Wireless Network Services segment:

Note 15. Related Party Transactlons ) .o . R .:.

On May 30,2002, the Company issued an aggregate of 90,000 shares of Series B Convertible
Preferred Stock, at an aggregate purchase price of $45.0 million, in a private placement to entitics
affiliated with one of the.directors of the Company (40, 000 shares), to a brother of the Chairman and Chief
Executive Officer of the Company (10,000 shares} and to an unrelated third- -party investor {40,000 shares). .
The Company received $44.9 million of net proceeds. Each share of Series B Convertible Preferred Stock
is initially convertiblé into 100 shares of Common Stock for a conversion price of $5.00 per share, which
was the fair market value of the common stock at the closing, at the option of the holder at any time,
subject to certain provisions in the Series B Preferred Stock Purchase Agreement. The Series B, Preferred

" Stock Purchase Agreement had-a lock-up provision, which has expired prior to March 5, 2004, on which
date 40,000 shares of Series B Convertible Preferred Stock were converted into 4,000,000 shares of the
Company'’s Common Stock. On. April 5, 2006, 15,483 shares of Series B Convertible Preferred Stock were
converted into 1,548,300 shares of the Company’s Commeon Stock. - .

* Through December 31, 2006, the Company has received notices from thé holders to convert an
aggregate number of 80,000 shares of Series B Convertible Preferred Stock into an aggregate 8,000, 000
shares of the Company’s Common Stock. On December-31, 2005 and December 31, 2006 the total
liquidated preference equaled $12.7 million and $5.0 mrllron respectwely

In 2003, in connection with the Company’s acquisition of a company in its Enterprise Network
Services business, the Company assumed certain facility lease obligations relating to facilities that were
owned by the previous shareholders. The lease expense, which approximates $0.3 million, $0.2 million and
$0.2 million for the years ended December 31, 2004, 2005 and 2006, respectively, is reflected in the
statement of operanons . , ‘ o

In cohnection with the Company’s acquisition of TLA in ] anuary 2005, the Company assumed certain
facility lease obligations for a fac11|ty owned by the previous shareholders. The lease expense, which
~ approximates $0.7 million for the year ended December 31, 2005 and December 31, 2006, respectrvely, is
reflected in the statement of operations.

On February'17, 2006, the Company entered into a. definitive agreement to divest all of its operations
in Mexico for total dpproximate cash consideration of $18.0 million subjéct to adjustments for the closing
net asset caleulations, with $1.5 million payable in cash on signing of the Equity Purchase Agreement and
$16.5 million by means of a secured promissory note payable in installments through December 2006,
which approximates the net book value of the operations. The purchaser Sakoki LLC, is a newly-formed
entity controlled by Massih Tayebi. Although Massih Tayebi has no current role with the Company, he was
a co-founder of the Company, having served as Chief Exécutive Officer from inception in 1994 through
September 2000 and as a director from inception through April 2002. In addition, as of July 31, 2007,
Massih Tayebi owns or controls approximately 8.2% of the total voting power of the Company’s capital
~ stock. He is also the brother of Masood Tayebi, who was the Company’s Chairman of the Board of .
Directors until March 6, 2007. Masood Tayebi had no personal financial interest in the transaction and has
no role with the entity that has purchased the Mexico Operatlons The transaction was approved by the
disinterested members of the Company’s Board of Directors after consideration of other expressions of .
interest and an mdependent valuation analy51s .

The fmal closing balance sheet as of February 17, 2006 resulted in net asset ‘adjustments aggregating
to a total approx1mate $18.9 million consideratjon, $1.5 million which was paid on February 17, 2006, with
the remaining $17.4 million payable by means of the promissory note in installments through
December 31, 2006 with an interest rate of 7.5% per annum. On June 26, 2006, the Company entered into
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an Addendum with the buyer to finalize the closing net asset calculations, pursuant to which the parties
agreed that the resulting total purchase price was $18.9 million, The Addendum also provided for a
conditional waiver that permits the purchaser to make the payment due on August 17, 2006 by

September 30, 2006, and for the installments due on November 17, 2006 and December 31, 2006 to be
made on or before December 29, 2006. Failure to make the payments on such later dates would have
resulted in a restoration of the orlgmal terms of the note. The first scheduled note payment of $3.3 million
was received from the buyer on May 19, 2006, and the second scheduled note payment of $5.5 miltion was
received in installments of $5.2 million on September 29, 2006 and $0.3 million on October 10, 2006. The
remaining note receivable balance of $9.5 million which included accrued interest through December 29,
20006, was paid in full in on December 29, 2006.

Note 16. Commitments and Contingencies

The Company periodically evaluates all pending or threatened contingencies and any commitments, if
any, that are reasonably likely to have a material adverse effect on its operations or financial position. The
Company assesses the probability of an adverse outcome and determines if it is remote, re¢asonably
possible or probable as defined in accordance with the provisions of SFAS No. 5, “Accounting for
Contingencies.” If information available prior to the issuance of the Company’s financial statements
indicates that it is probablé that an asset had been impaired or a liability had been incurred at the date of
the Company’s financial statements, and the amount of the loss, or the range of probable loss can be
reasonably estimated, then such loss is accrued and charged to operations. If no accrual is made for a loss
contingency because one or both of the conditions pursuant to SFAS No. 5 are not met, but the probablhty
of an adverse outcome is at least reasonably possible, the Company will disclose the nature of the
contingency and provlde an estimate of the possible loss or range of loss, or state that such an estimate
cannot be made. ‘ ' ' L

-

‘The Company assesses tax uncertainties and exposure items related to value added taxes (VAT) after-
taking into consideration the probability of the tax contingencies being incurred. Accordingly, based upon
the Company’s assessment of the probability of these tax contingencies, it was determined that accrualsof
$0.8 million and $0.8 million for VAT tax contingencies were required as of December 31, 2005 and
December 31, 2006, respecnvely n '

The Company, maintains an accrual for the Company’s health and workers compensatlon partial
self-insurance, which is a component of total accrued expenses in the consolidated balance sheets.
Managemem determines the adequacy of these accruals based on a monthly evaluanon of the Company’s
historical experience and trends related to both medlcal and workers compensatlon claims and payments,
information provided to the Company by the Company s insurance broker, industry experience and the
average lag period in which claims are paid. If such information indicates that the Company.s accruals
requnre adjustment, the Company will, correspondingly, revise the assumptions utilized in the Company s
methodologies and reduce or provide for add:tlonal accruals as deemed appropnate As of December 31,
2005 and December 31, 2006, the accrual for the Company’s partlal self-insurance programs apprommated
$2.6 million and $1.8 million, respectively. The Company also carries stop-loss insurance that provides
coverage limiting the Company’s total exposure related to each medical and workers compensation claim
incurred, as defined in the applicable insurance policies. The medical and workers compénsation annual
claim limits are $100,000 and $250,000, respectively. For the year ending December 31, 2006, the Company
experienced no claims that exceeded the limits for medical and one claim that exceeded the limits for
workers compensation. As of December 31, 2006, the Company had a $700,000 letter of credit outstanding
issued from the Company’s insurance carrier to cover a performance bond and hablhtles in connecnon
with the Company s workers’ compensation partial self—msurance
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Note 17. Legal Matters . . . ; - o N N
Contingencies ‘ ' ' ' '
IPO Securities Lttlgatl'on

Beginning in June2001, WFI and certain of its officers and directors were named as defendants in
several parallél class action shareholder complaints filed in the United States District Court for the
Southern District of New York, now consolidated under the caption, In re Wre[ess Faczlmes Inc. Initial
Public Offering Securities Litigation, Case No. 01-CV- 4779 In the amended complamt the plamnffs allege’
that WFI, certain of its officers and directors, and the underwriters of WFT’s initial publlc offering (“IPO”)
violated section 11 of the Securities Act of 1933 and section 10(b) of the Securities Exchange Act of 1934
based on allegations that WFI’s registration statement and prospectus failed to disclose material facts
regarding the compensation to be received by, and the stock allocation practices of, the 1PO underwriters.
The plaintiffs seek unspecified monetary damages and other relief. Similar complaints were filed in the
same court.against hundreds of other public companies (“Issuers”) that conducted TPOs of their.comimon
stock in the late 1990s and 2000 (the “IPO Cases”). - ', . S e

In June 2004, the Issuers (including WFI) executed a settlement agreement with the plamtlffs that
would, among other things, result in the dismissal with prejudice of all claims’ agalnst the Issuers and the1r
officers and directors and the assignment of certain poténtial Issuer claims to the plamtrtfs On’

February 15, 2005, the court issued a decision certifying a class action for settlement purposes and grantmg
preliminary approval of the settlement subject to modification of certain bar orders contemplated by the
settlement. On August 31, 2005, the court reaffirmed cldss ‘certification and preliminary approval of the
modified settlement in a comprehensive Order. On February 24, 2006, the court dismissed llttganon filed
against certain underwriters in connection with certain claims to be assigned under the settlement On
April 24, 2006, the court held a Final Fairness Hearing to determine whether to grant final approval of the'
settlement. On December 5, 2006, the Second Circuit Court of Appeals vacated the lower court’s earlier
decision certifying as class actions the six IPO Cases designated as “focus cases.” Thereafter, the District -
Court ordered a stay of all proceedings in all of the TPO Cases pending the outcome of plaintiffs’ petition-,
to the Second Circuit for rehearing en banc and resolution of the class certification issue. On April 6, 2007,
the Second Circuit denied plaintiffs’ rehearing petition, but clarified that the plaintiffs may seek to certify a
more limited class in the District Court. Accordingly, the stay remains in place and the plaintiffs

and Issuers have stated that they are prepared to discuss how the settlement niight be amended or
renegotlated to comply with the Second Circuit’s decision. Plaintiffs filed amended complaints in thi€ six
focus cases on or about August 14, 2007. The court has not yet set a deadline for the plaintiffs to file -
amended complaints in the other IPO lawsuits. WFI is covered by a claims-made l1ab1lltv insurance policy .
which it believes will satisfy any potential liability of WFI under this settlement. Due'to the iriherent
uncertainties of litigation, and because the settlement may not receive final approval from the Court, the
ultimate outcome of this matter cannot be predlcted In accordance with FASB No. 5, “Accountmg for
Contingencies” WFI believes any contingent llabllrty related to this claim is not probable or estlmable and
therefore no amounts have been accrued in regards to thlS matter

T * . ) T}

' 2004 Secunt:es nganon

In August 2004, as a result of the Company 5 announcement on_August 4, 2004 that it intended to
restate its financial statements for the fiscal years ended December 31,2000, 2001, 2002 and 2003, the
Company and certain of its current and former officers and directors were named as defendants -
(“Defendants”) in several securities class action lawsuits filed in the United States District Court for the
Southern District of California. These actions were filed on behalf of those.-who purchased, or otherwise.
acquired, the Company’s common stock between April 26, 2000 and August 4, 2004. The lawsuits generally

allege that, during that time period, Defendants made false and misleading statements to the investing
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public about the Company’s business and financial results, causing its stock to trade at artificially inflated
levels: Based on these allegations, the lawsuits allege that Defendants violated the Securities Exchange Act
of 1934, and the plaintiffs seek unspecified damages. These actions have been consolidated into a single  +
action—In re- Wireless Facilities, Inc. Securities Litigation, Master File No. 04CV1589-JAH. Plaintiffs filed a
First Amended.Consolidated Class Action Complaint on April 1, 2005. Defendants filed their motion to, -
dismiss this first amended complaint on April 14, 2005. The plaintiffs then requested leave to amend their .
first amended complaint. The plaintiffs filed their Second Amended Complaint on June 9, 2005, this time
on behalf of those who purchased, or otherwise acqu1red the Company’s common stock betweeén |

May 5, 2003 and August 4, 2004. Defendants filed their motion to dismiss this Second Amended. Complamt
on July 14, 2005, The motion to dismiss was taken under submission on October 20, 2005 andon
March 8, 2006, the court granted the Defendants’ motion. However, plaintiffs were granted the rlght 1o’
amend their complamt within 45 days and subsequently filed their Third Amended ‘Consolidated

Cldss Actlon Complalnt on April 24, 2006. Defendants filed a motlon to dismiss this complaint on .
June 8, 2006.On May 7, 2007, the court deried the Defendants’ motlon to dismiss. Defendants’ filed thelr
answer to the plalntlffs Complamt on July 13, 2007 The Company believes that the’ allegations lack merit
and 1ntends 1o v1gorously defend all claims asserted. It is impossible at this time to assess whether or not
the’ outcome of these proceedings will or will not have a material adverse effect on the Company. We have
not recorded any accrual for a contingent liability associated with this legal proceedlng based on the -
Company 5 behef that'a liability, while possible, is not probable and any range of potentral future charg
cannot be reasonably estlmated at this time. B

In 2004 two derlvatlve lawsuits were filed in the Unlted States Dlstrlct Court for the Southern District
of California against certain of the Company’s current and former officers and directors: Pedicini v.'+ . .
Wireless Facilities, Inc., Case No. 04CV1663; and Roth v. Wireless Facilities, Inc., Case No. 04CV1810. These
actions were consolidated into a single action in n re Wireless Facilities, Inc. Derivative Litigation, Lead
Case No 04CV1663-JAH. The factual allegations in these lawsuits are substantially similar to those in the. !
class action lawsuits, but the plaintiffs in these lawsults assert claims for breach of fiduciary duty, gross
mrsmanagement abuse of control, waste of corporate assets, violation of Sarbanes Oxley Act section 304,.
unjust enrichment and rn51der trading. The plaintiffs in these lawsuits seek unspecified damages and =
equitable andjor injunctive Telief. The lead plaintiff filed a consolidated complaint on March 21, 2005 On’
May 3, 2005, the defendants filed mations to dismiss this action, to stay this action pending the resolutron ;
of the consohdated non-derivative securities case pendlng in the Southern District of Cahfornta and to !
dismiss the complamt against certain non-California’ re31dent defendants. Pursuant to a request by the’
Court, Drefendants motions were wrthdrawn without prejudlce pendlng a decision on defendants’ motion _
to'dismiss the ¢omplaint against the non-California resident defendants. On March 20, 2007, the Court
ruled that it lacked personal jurisdiction over five of the six non-California defendants and dismissed them
from the federal derivative complaint. On March 27, 2007, plaintiffs filed an amended derivative complaint
setting forth all of the same allegations from the original complaint and adding allegations regarding WFI’s
stock option granting practices. Basically, plaintiffs allege that WFI “backdated™or “springloaded” !
employee stock option grants so that the options were granted at less than fair market value: The amended
complaint names all of the original defendants (including those dismissed for lack of jurisdiction)-as well as
nine new defendants. On July 2, 2007, the non-California resident defendants moved to dismiss the
complaint.for lack of personal jurisdiction. That motion is set to be heard on'November. 5, 2007. Once the
court has decided the issue of personal jurisdiction, WFI, along with any remaining individual defendant .
found subject to the court’s jurisdiction, may again move to dismiss the complaint as to them.

In Aprrl 2007, another derivative complaint was flled in the United States Dlstrlct Codrt for the o
Southérn District of Cahforma Hameed v. Tayebi, 07-CV-0680 BTM(RBB) (the “Hameed Actlon”)
against several of WED's current and former officers and directors. The altegations in this new derivative
¢omplaint mirror the amended allegations in the 2004 federal derivative action. Pursuant to a Court order
and agreement between the parties, the defendants need not respond to-the complaint in the Hameed
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Action until the Court ruies on'the motion to dismiss for:lack of personal jurisdiction currently pending in
'the 2004 derivative litigation. Once the court in that matter has decided the issue of personal jurisdiction, -
the parties will meet and confer regarding defendants’ response to the Hameed Action. At this time, we
are unable to form a professional judgment that an unfavorable cutcome is either probable or remote.
Moreover, if an unfavorable outcome should eventually occur, we are not at this nme able to estimate the-
amount or range of possible loss, ‘

In August and September 2004, two virtually 1dent1ea] derivative lawsuits were filed in California
Superior,Court for San Diego County against certain of the Company s current and former officers and
directors. These actions contain factual allegations similar to those of the federal lawsuits, but the plaintiffs
in these cases assert claims for violations of California’s insider trading laws, breaches of flducrary duty,
abuse of control, gross mismanagement, waste of corporate assets and unjust enrichment, The plaintiffs in
these actions seek unspecified damages, equ1table and/or i injunctive relief and dlsgorgement of all profits,
benefits and other compensation obtained by defendants. These lawsuits have been consolidated into one
action—In re Wireless Facilities, Inc. Derivative Litigation, California Superior Court, San Diego County,
Lead Case No. GIC 834253. The plamnffs filed a Consolidated Shareholder Derlvatlve Comtplaint on
October 14, 2004, ThlS action has been stayed pending a decrsmn in federal court on a motion to dismiss
the federal derivative lawsmts The parties will appear before the ]udge in October 2007 to apprise the
court of the status of the federal action. The Company believes that the allegatlons lack merit and intends
to vigorously defend all claims asserted. It is impossible at this time to assess whether or not the outcome
of these proceedings will or will not have a material adverse effect on the Company. We have not recorded
any accrual for a contingent llablhty associated with this legal proceeding based on the Company’s belief
that a liability, while possible, is not probable and any range of potential future charge cannot be
reasonably estimated at this time. ' : .

2007 Securities Litigation : ' . '

In' March'and April 2007, there were three federal class actlons filed in the United States District
Court for the Southern District of California against WFI and several of its current and former officers and
directors. These class action lawsuits followed WFI’s March 12, 2007 public announcement thatitis
condnctmg a voluntary internal review of its stock option granting processes. These actiors have
been consolidated into a single action, In re Wireless Facilities, Inc. Securities Litigation II, Master File
No. 07- CV 0482-BTM-NLS. A consolidated class action complaint has not been filed. At this time, we are
unable to form a  professional judgment that an unfavorable outcome is either probab]e or remote.
Moreover, if an unfavorable outcome should eventually occur, we are not at this trme able to estimate the
amount of range of possible loss. '_
Other ngauon , o . ‘

In January 2005 a former mdependent contractor of the Company flled a lawsuit in Brazil against the
Company’s subsrdlary, WF] de Brazil, to which he had been assigned for a period of time. He sought to be
designated an employee of WFI de Brazil and entitled to-severance and related compensation pursuant to:
Brazilian labor law. The individual sought back wages, vacation pay, stock option compensation and
related benefits in excess of $0.5 miilion. This matter was argued before the appropriate labor court in
July 2005 and in July, 2006, the labor court awarded the individual the Brazilian currency equivalent of
approximately $0.3 million for his back wages, vacation pay and certain other benefits. The Company filed
an appeal in the matter on July 20, 2006 and is challenging the basis for the award on several theories. The
Company has accrued approximately $0.3 million as of September 30 2006 related 1o this matter. The
Company 1ntends to pursue the appeal of this award.

- On March 28 2007, three plamnffs on behalf of a purported class of 51rn11arly situated employees and
contractors, filed a lawsuit againstthe Company in the Superior Court of the State of California, Alameda
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County. The suit alleges various violations of the California Labor Code and seeks payments for allegedly
unpaid straight time and overtime, meal penod pay and associated penalties. The Company and the
plaintiffs have agreed to venue for the suit in San Diego County. Based on our research to date, the
Company has not concluded that it has any liability in the case. The Company believes that the allegations
lack merit and intends to vigorously defend all claims asserted. It is impossible at this time to assess
whether or not the outcome of these proceedings will or will not have a material adverse effect on the
Company. We have not recorded any accrual for a contingent liability associated with this legal proceedmg
based on our belief that a liability, while possible, is not probable and any range of potential future chargc
cannot be reasonably estimated at this time.

On May 3, 2007, the Company announced that it has a filed a lawsuit against a former employee, -
Vencent Donlan, who previously served as its stock option administrator and left the. Company in
mid-2004, and his spouse. The lawsuit seeks to recover damages resulting from the theft by Donlan of WFI
stock options and common stock valued in excess of $6.3 million. The thefts, which appear to have taken .,
place during 2002 and 2003, were discovered through the Company’s review of its past practices related to
the granting and pricing of employee stock options with the assistance of i its ouISIde counsel and forensm
computer consultants. The compiamt also alleges that Donlan attempted to cover up the scheme by,
among other things, deleting entries from the Company’s records. WFI had promptly reported this
discovery to the SEC in March 2007 when the theft was discovered. The SEC commenced an enforcement
action against Donlan, and the U'S. Attorney’s Office forwarded a grand jury subpoena to the company
seeking records related to Donlan and our historical option granting practices. The SEC filed a federal
lawsuit and obtained a temporary restraining order and asset freeze against Donlan and his spouse. The
U.S. Attorney’s Office indicted Donlan for the theft and he plead guilty to the federal criminal charges.
The Company has cooperated with, and intends to continue to cooperate with both the SEC and the U.S.
Attorney’s Office on this matter and otherwise.

In addition to the foregoing matters, from time to time, the Company may become involved in various
lawsuits and legal proceedings that arise in the ordinary course of business. However, litigation is subject to
inherent uncertainties, and an adverse result in these or other matters may arise from time to time that
may harm the Company’s business. The Company is currently not aware of any such legal proceedings or
claims that we believe will have, individually or in the aggregate, a material adverse affect on our business,
financial condition or operating results.

- Note 18. Quarterly Financial Data (Unaudited)

The following financial information reflects all normal and recurring adjustments that are, in the
opinion of management, necessary for a fair statement of the results of the interim periods. Summarized
quarterly data for the years ended December 31, 2005 and 2006, is as follows (in millions, except per
share data):

First Second Third Fourth
Quarter Quarter Quarter _Quarter
(Restated) (Restated) (Restated) (Restated)

Fiscal year 2005

REVENUES. ... ovve e $81.2 $835 $8.7 $ 863
Grossprofit. . ... $18.0 $195 $206 § 182
Operatingincome ...............coevvvuvnan.. $ 34 $ 41 $ 81 $ 13
Provision for income taxes..................... $ 15 $ 14 $ 16 § 14
Netincome (10s8). ........covveiiiii i, $ 34 $ 36 $ 49 $(103)
Net income (loss) per common share: _
BASIC. . v v e $005 $005 $007 $(0.14)
DHULEd. . eee e $005 $005 $007 $(0.14)
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First Second Third - Fourth -

Quarter Quarter thner Quarter .
Fiscal year 2006 Tt '
REVEMUCS .-+ e s eeeeen oo . $763° $795° $719  $ 941
Gross profit. ...........o...... e, '$125 $146 $145 119
Operating income (1088) ............ovvieiinss " $.(15) $ 09 'S 05  $(313)
Provision (benefit) for income taxes...' .......... $(4 $ 04 5 03 . 5 142"
Net income (1088). ... 0coveninns. RO L 308 '$.(06) 3 (0 9) $(55.6)
Net income (loss) per common share: tet e
Basic. ........ T rein. SO)  $(001)  $(0.01)  $(0.75)

Diluted............... e e C$(0.01) - $(001) - $(0.01) - $(0.75) ..

Quarterly Results in 2005

" As requlrcd by Item 302 of Regulation S-K promulgated.by the SEC the followmg table scts “forth
selected unaudited consolidated quarterly financial information for our two most recent years. All quarters
for 2005 have been restated from previously reported information filed in the Company’s Form 10-Q’s and
Form 10-K as a result of the restatement of its financial Tesults discussed in Note 2 “Restatement of
Consolidated Financial Statements”. The previously reported consolidated statements of operations for all
quarters of 2006 were not impacted by the Equity Award Review. Tn addition, 'the quarterly tables’
presented for all quarters of 2005 and 2006 have been restated in accordance with SFAS No. 144 to reflect”
the EMEA and Brazﬂlan operations discontinued by the Company in the fourth quarter of 2006. -

A
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The Company’s fourth-quarter of 2005 net loss was impacted by a loss from discontinued operations
of $10.3 million, which was primarily driven by the cancellation of a number of sites that the Company was
building in Latin America locations which impact resulted in a loss of approximately $3.0 million. In
addition, an impairment charge of $0.9 million related to the accumulated currency translation losses was
recorded in accordance with EITF Issue 01-5 “Application of FASB Statement No. 52 to an Investment
Being Evaluated for Impairment that Will Be Disposed Of.” Also, included in loss from discontinued
operations was a $3.4 million increase to the valuation allowance related to certain of the discontinued
operation’s deferred tax assets.
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. The following table presents select - balance sheet information as of September 30, June 30 and
March 31, 2006, respectively, and September 30, June 30, and March 31, 2005, respectively, as restated
from previously reported information filed in the Company’s Form 10-Q’s, as a result of the restatement of
our financial results discussed in Note 2 “Restatément of Consolidated Financial Statements” (in millions):

LA

. ¥

CURRENT ASSETS

Cashand cash equivalents. . ... .o veeen o e
Short-term iNVeStMENIS. . . oo oo v v e erae rmeae e ans
Subtotal cash and cash equivalents & ST investments. . . ..
Accountsreceivable—net ...l
Prepaid EXPENSEs . . ot iuieiii e
Employee loans and advances . .. .. ...l
Other current assels . .. . . .. s

Zurrent assets of discontinued
OPETatiDNS . ... e
Total COTTent assels . . .. ovvvvrenerrcenensraans

Other intangibles,net ... ... i
Deferred taX assens . .y v v uv ot e e e s
Investments in unconselidated affiliates . .. ................
ONCT ASSELS + v vt v e e e enein o st a e
Non current assets of discontinued operations .. ............

Total aSSEIS. . .. o .o v v e

Liabilities and stockholders' equity -
CURRENT LIABILITIES
Accounis payable .. .. ... . e e e
Accounts payable—related party. . ..............o00
ACCried EXPEMSES. o .ot
Contract managemeni payables. .. ................ ...
Deferredrevenite . . . ... ... v ianee i
Income taxes payable . ...
Accrual for unused officespace. ... ... .. il
Accrual for contingent consideration related to acquisitions . .
Capital lease obligation. .. . ... ...
Current liabilities of discontinued
OPETBLHONS . . v v vt v v e s e st
Total current liabilities. .. ... ..o invr i
LONG-TERM LIABILITIES
Accrual for unused office space—net of
COTTENE POTLON .+ oo v v e ranma e
Other long-term liabilities . . ... ..o
Long term liabilities of discontinued
OPETALIONS, oo veeee e ia e
Total long-term liabilities ...t
Total liabilities . ... ... e s
Commonstock. . oo vve i i e
Additional paid-incapital . . ... .o ool
Deferred compensation . . .....ovvrvriaianmenanas
Accumulateddeficit. . . ... . . i
Accumnlated other comprehensive loss. ..............
STOCKHOLDERS EQUITY ...... ..ot
Total liabilities and stockholders’

* Certain items in the balance sheet have been reclassified to conform to the current period presentation.

(in millions)

RECbNCILIATION OF CONSOLIDATED BALANCE SHEETS FOR MARCH 31, 2005

.
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t
Adjustment for
International  As Restated for Adjustment for
Discontinued Discontinued Stock Based
As Reported® Operations Operations Expenses As Restated
$ 353 $(54) 5 299 5 — 5 299
1.9 —, . 1.9 —_ 1.9
372 (5.4) i —_ 38
95.5 (11.7) 338 — 838
4.0 (0.1) 39 — 39
0.5 0.1y 04 — 04
33 (L) 2.2 — 2.2
34.6 184 53.0 — 53.0
175.1 — 175.1 — 175.1
13.0 (2.4) 10.6 — 10.6
115.9 — 1159 — 1159
8.8 — 88 — 38
16.4 0.7 171 — 17.1
2.1 — 21 —_ 2.1
08 — 0.8 — 0.8
16 1.7 5.3 — 5.3
$335.7 $§ — $335.7 5§ — $ 3357
$ 199 $U7n $ 182 £ — $ 182
0.8 — 0.8 — 0.8
224 4.0 17.7 1.2 189
5.7 — 57 — 53
5.6 (0.3} 53 - 53
37 0.1y 36 — 36
0.8 — 0.8 — 0.8
224 — 224 — 224
0.1 — 0.1 —_ ot
26.4 6.8 332 — 332
7.8 — 107.8 1.2 109.0
1.6 — 16 — 16
1.3 — 1.3 — 1.3
0.3 — 0.3 — 03
3.2 — 3.2 — 3.2
111.0 — 111.0 1.2 1122
0.1 — 0.1 — 0.1
3205 — 3205 54.5 3750
— — (21 2N
(91.9) — (91.9) (53.0) (144.9)
4.0 — (4.0} — (4.0)
224.7 — 224.7 {1.2) 2235
$335.7 § — $335.7 5 — $ 3357




" RECONCILIATION OF CONSOLIDATED BALANCE SHEETS FOR JUNE 30, 2005

(in millions)

Assets

CURRENT ASSETS

Cash and cash equivalents. ... ...........
Restricted Cash. .. ... e
Short-term investments.......... e
Subtotal cash and cash equivalents & ST
SIOVESIMENtS .. ...l
Accounts receivable—net . ... ... ... L.
Prepaid expenses. . . ..... ... ... RN
Employee loans and advances. ... ... e
Otlgér currentassets ...................
Current assets of discontinued operations. . .
" Total current assets , , . ,............
Property and equipment, net. . ...........
Goodwill .. ... .. P, e
Other intangibles,net . .................
Deferred taxassets ....................
Investments in unconsolidated affiliates . . . .
Otherassets. . .....0 ..o riinenann

Liabilities and stockholders’ equity

CURRENT LIABILITIES

Accountspayable .....................
Accounts payable—related party .........
Accruedexpenses . ....................
Contract management payables . .........
Deferredrevenue . ....................
Inicome taxes payable ..................
Accrual for unused office space ..........
Accrual for contingent consideration
related to acquisitions .. ..............
Capital lease obligation. . ...............
Current liabilities of discontinued
Operations .. ...t
Total current liabilities, . . ...........

LONG-TERM LIABILITIES

Capital Lease obligation—net of current
POTLION. .ot e e

Accrual for unused office space—net of
currentportion ., ... ... o o0
Other long-term liabilities. . .. . ... . el

Long term Habilities of discontinued

OPETatioNS . ...\ r i i
Total long-term liabilities. .. .........
Total liabilities. .. ...............
Commonstock, . ...
Additional paid-in capital .............
Deferred compensation. .. ............
Accumulated deficit. ... ........ RN
Accumulated other comprehensive loss . .
STOCKHOLDERS EQUITY ...........

- Total liabilities and stockholders’

*

Certain items in the balance sheet have been reclassified to conform to the current period presentation.

Adjustment for
: International  As Restated for Adjustment for
PR Discontinued Discontinued Stock Based ’
As Reported* Operations Operations Expenses As Restated
$ 161 $ (3.5) $ 126 o= s 126
01 — 0.1 — ' 0.1
16.2 3.5 12.7 — 127
95.7 (12.3) 83.4 — 83.4
5.0 (0.1 49 — 4.9
0.5 (0.3) 0.2 — 0.2
4.6 . {(0.9) 3.7 — -7
44.6 17.1 61.7 — . 617,
166.6 . — 166.6 — 1666
137 (2.2) 115 — 11.5
116.4 — 116.4 ' — 116.4
8.3 — 83 — 83
14.9 0.6 155 — 15.5
t 21 — 2.1 — 2.1
1.0 — 1.0 —_ 1.0
4.0 L6 5.6 — 56
$327.0 $ — $327.0 8 —. § 3270
$ 15.8 $ (L9) $ 139 $ — $ 139
" 1.2 _— 1.2 — 12
28.1 (4.7 234 0.6 24.0
53 T — 5.3 — 53
5.4 — 5.4 — 5.4
3.2 0.1) 3.1 — 3.1
0.7 — 0.7 — 0.7
8.9 — 8.9 — 89
0.1 — 0.1 0.1
25.2 6.7 319 C— 319
939 — 93.9 0.6 943
0.2 0.2 — - 0.2
14 — 1.4 — 1.4
1.6 — 1.6 — 1.6
03 — 0.3 — 0.3
33 — 3.5 — .35
97.4 — 97.4 0.6 98.0
3220 - 3220 545 3765
— — —_ (2.3 k)
(88.6) — (88.6) (52.8) _{(141.4)
3.8 — 3.8 — . (3.8
229.6 — 2206 {0.6) 229.0
$327.0 § — $327.0 $ — $ 327.0
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RECONCILIATION OF CONSOLIDATED BALAN CE SHEETS FOR'SEPTEMBER 30, 2005

(in millions)

Adjustment for
International  As Restated for Adjustment for

L s . Discontinued Discontinued Stock Based
. - As Reported* (perations - Qperations Expenses As Restated
Assets .
CURRENT ASSETS . . .
Cish and cash equivalents .............. $ 153 $ (1.1 $ 136 5 — o % 136
Accounts receivable—net. .............. 110.8 (12.8) 98.0 - 98.0 .
Prepaid expenses ......... ... . ... 4.5 (0.1} 44 — " 4.4
Employee loans and advances. .. ......... 0.4 (0.1} 0.3 - ! (03
Othercurrent assets . .. ..o.o.veveaaannn 4.8 (1.1) 37 — 3.7
Current assets of discontinued operations . . 47.1 158 629 — 62.9
Total current assets. . . . .. ............ 182.9 — 1829 — 182.9
Property and equipment, net .............. 14.1 (2.2) 1.9 — . 119
Goodwill .. ... .. ... i 117.2 — 117.2.°. — 117.2
Otheér intangibles, net............... HT 7.8 ' - . 7.8 — 7.8
Deferred tax assets . . .....oovvn, .. NP 137 0.6 14.3 - 14.3
Investments in unconsolidated affiliates , .. . .. 21 — ' 21 — 2.1
Other assets ... ... e o 1.0 -— i.0 — 1.0
Non current assets of discontinued . .
OPETations. ... v v vi e 4.5 1.6 6.1 . — 6.1,
* Totalassets................ e $343.3 $ — $343.3 $ - — $ 3433
Liabilities and stockholders’ equity ’
CURRENT LIABILITIES ) : .
Accounts payable.. .. ............. PR $ 188 $ (1.6) $ 172 $ — $ 172
Accounts payable—related party . ........ 1.0 — 1.0 — R 1.0
Accrued EXpenses . ... ... 3.6 (5.7 279 0.6 28.5
Contract management payables ... ....... 7.6 — 7.6 — 7.6
Deferredrevenue . ..........oovvvuuans 6.5 (0.1) 6.4 — 6.4
Income taxes payable . .............. ... 1.8 (0.1} 17 — 1.7
Accrual for unused office space .. ........ 0.6 — 0.6 . — 0.6
Accrual for contingent consideration-related .
fo acquisitions. . . ... e - 64 — 6.4 -—_ 6.4
Capital lease obligation. . . .............. 0.3 . — 0.3 — 0.3
Current liabilities of discontinued Lo
Operations. . . ... nnns e 273 7.5 3438 — 34.8
1 Total current liabilities. . ............. 103.9 — 103.9 0.6 104.5 .
LONG-TERM LIABILITIES —
Capital Lease obligation—net of '
currentportion. . ... oo o 0.5 - 0.5 = 0.5
Accrval for unused office space—net
of CUTTENt POTHON . . 4\t v erereenn .. 13 — 1.3 — 1.3
Orther tong-term liabilities. . . ............ 1.3 — 1.3 — 1.3
Long term liabilities of discontinued :
OpErations. . .. ....coveiiriii s . 0.3 — 0.3 — - 03
Total long-term liabilities . . . .......... 34 — 3.4 34
Total liabilities . ... ............... 107.3 — 107. 0.6 1079
MINORITY INTEREST . ................ — e — —
Commonstock ................ SR = — — — —
Additional paid-in capital .. ... 5L 3228 — 3228 54.5 37713
Deferred compensation ................ — — — (2.0} 2.0y
Accumulated deficit . .......... e (83.4) — (83.4) (53.1) {136.5)
Accumulated other- . :
comprehensive loss. . .. ........ e (3.4) — (34 e (3.4)
STOCKHOLDERS' EQUITY........ I 236.0 - 236.0 (0.6) 235.4
" Total liabilities and v _ i ]
stockholders’ equity . .......... $3433 5 — $343.3 ¥} = $ 3433

* Certain items in the balance sheet have been reclassified to conform to the current period presentation.
- - v S
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RECONCILIATION OF CONSOLIDATED BALANCE SHEETS FOR-‘SEPTEMBER 30, 2006

(in millions)

CURRENT ASSETS

As Restated for  Adjustment for

o

Cashand cashequivalents ............... .. .cccn. e
Accountsreceivable—mnet. ... ... o o i
Notzreceivable , .\ oevinnee it e
Prepaid expenses. .. ........ e
Emnloyee loans and advances .........................
Other CUrTeNtassels. . . .. .. civiirrniromnanoreaasaeen
Current assets of discontinued operations. . ... .. ...... ...
Total CUrTEent 8Sets. . . v v v v eiieie e ia e s
Property and equipment, net . ... .. .. e e
Goodwill. . .. ..ot e U
Otherintangibles, miet .. ..o
Deferred taxasséts . ... o..ovnnn e

Investments in unconsolidated affiliates.. .. .............

Otherassets . ... ..ottt iiiir e
Non current assets of discontinued operations .. .. ...........
Total @sSets .. ..o onivii e s

: Liabilities and stockholders’ equity
CURRENT LIABILITIES '

Illljllll’lll-lll

|

w7

b

Accountspayable. ... ... .. i
Accounts payable—related party . ............ .l .-
ACCTUCH EXPERSES .. v v v vveeae e tarsas st aaaaeaas
Contract management payables . ................ ..o
Deferred TEVENUE .. ...t iiiiiainr e e e e
Income taxes payable. . .. .. e e e
Lineofcredit. . ... ..o i
Taxcontingencies .. ... ...t
Accrual for unused office space ... ... .o il
Accrual for contingent consideration related to acquisitions. . . .
Capital Jease obligations and other short-term debt. . ... .. ...
CCurrent liabilities of discontinued operations . .. ...........

Total current liabilities .. ... ... e

LONG-TERM LIABILITIES

o]
(I

Capital Lease obligations and debt—net of curzent portion . . . .
Accrual for unused office space—net of current portion . . . ...
Other long-term liabilities . ... .......... ...
Long term liabilities of discontinued operations ... ... ......
Total long-term liabilities . . .................. .. .0

Total liabilities . .. ... ..o
MINORITY INTEREST ... e
Commonstock .. ...t e
Additional paid-incapital. .. ... ... ol e
Deferred compensation . .. ... .e i e
Accumulateddeficit. ... ... oo
Accumulated other comprehensiveloss ... ... ...
STOCKHOLDERS'EQUITY ....... ... iiviirvnennnns
Total liabilitics and stockholders' equity. . . ............

|

i

|

ol

1
—
W




Quarterly Results in 2006 ‘ W ‘ L -

©

The Company 3 revenues in the fourth quarter were hlgher than the first three quarters because of the
MRC acquisition, which occurred early in the fourth quarter The Company s fourth quarter losses were
significantly greater than the first three’ quarters due to the 1mparrment of goodwill of $18.3 mrllron in pur
ENS business, an accelerated vesting of stock options which resulted in a total charge of $9.5 million, 3"
write—of off assets related to discontinued operations of $5.2 million and restructuring and other asset
impairment charges of $3.5 million.

.ot e 7

Note 19. Subsequent Events . Ce o e
a. Former Stock Optlon Admmlstrator ' o _ ‘
On May 3, 2007, the Company announced that it has a flled a lawsuit agamst a former employee,
Vencent Donlan, who previpusly served as its stock option administrator and left the Company in
mid-2004, and his spouse. The lawsuit seeKs to recover damages resu]tmg from thc theft by Donlan of WFI
stock options and common stock vahied in €xcess of $6.3 million. The thefts, which appear to have taken
place during 2002 and 2003, weie discovered through thé Company s review of it$ past practices related to
the granting and pricing of employee stock options with the assistance of its outside counsel and forensic
computer consultants. The complaint also alleges that Donlan attempted to cover up the scheme by,
among other things, deleting entries from the Company’s records. WFI had promptly reportéd this
discovery to the SEC in March 2007 when the theift was discovered. The SEC .commenced an enforcement
action against Donlan, and the U.S. Attorney’s Office forwarded a grand jury subpoena to,the company
seeking records related.to Donlan and our historical option granting practices. The SEC filed a federal. ',
lawsuit and obtained a temporary restraining order and asset freeze against Donjan and his spouse. The .
U.S. Attorney’s Office indicted Donlan for the theft and he plead guilty to the federal criminal charges.
The Company has cooperated, with, and intends to continue to cooperate with both the SEC and the U.S.
Attorney’s Office on this matter and otherwise. . o \

[

b. Amendments with KeyBank . . o - S

Mooy " . 1

As of March 30, 2007 the Company was in techmcal default of thc covenants within its, credit. g
agreement with Key Bank as the Company had not yet filed its 10 K and 2006 audited financials. On
April 6, 2007 the Company entered into an amendment to the credit agreement whereby Key Bank waived
this technical default and provided an extension through April 30, 2007 for filing its 10 K and 2006 audited
financial statements. On June 1, 2007, the Company entered into a second amendment to the credit
agreement whereby Key Bank extended the orlgmal waiver for filing'its 10 K and 2006 audited financial
statements and the quarterly unaudited financial statements for theé fiscal quarters ended March 31, 2007
and June 30, 2007 through September 30, 2007 and reduced the' fotal Facility from $85 million to $50 *
million to reflect thé net pay downs of the revolving line of credit reflecting the divestiture of its EMEA
business in March 2007 and the divesture of its domestic Engmeermg business. [n addition, the second
amendment providés for the further reduction of the Company s credit facility to $35 million effective "
upon receipt of principal payments under the note recelved from the buyer of the domestlc engmeenng
busmess whrch occurred on J uly 3 2007. ' * "
c. Sale of EMEA/Brazil ' - Lo . R ' S

OnMarch 9, 2007, the Company announced that it had s:gncd a definitive agreement with LCC
International to sell WFT’s entire Eirope, Middle East and Africa (EMEA) business in a cash for stock
transaction valued at $4 million. The sale of EMEA generated a gam of $3 3 mllllon whrch was recorded in’
the first quarter of 2007. : f
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On April 20, 2007, the Company entered into an Equity Purchase Agreement.to sell all of the issued
and outstanding equity interests of its wholly owned subsidiary WFI de Brasil Techologia em | _
Teieqomuriicaciones LTDA, a company limited by shares formed under the laws of the Brazil (“WFI
Brazil”), to Strategic Project Services, LLC, a Louisiana limited liability company (“SPS”}. Pursuant to the
Purchas'é {\greemer_lt, WFI received the f(')llovfring considgratio‘n: . ' -

¢ SPS assumed substantially all outstanding liabilities of WFI Brazil; -
« Nominal cash consideration on signing of the Purchase Agrecmen‘t; .

e Following the sale of WFI Brazil to SPS, WFI is entitled to receive 25% of the Net Receivables of
WFI Brazil until such time as the gross account receivables set forth in the financials of WFI Brazil
at Closing are fully paid (the “Earn Out”). SPS shall pay the Earn Out portion of the Net ~~

. Réceivables to WFI within 15 days of SPS’ collection of such amount; and -~ : Lo

. If the Working Capital left in WFI Brazil at Closing is less than $1,200,000; then SPS shall be
entitled to apply such payments due WFI from an Earn,Out amounts to the Working Capital . |
account, until it equals $1,200,000. Thereafter, such Earn Out amounts shail be paid to WFLinto, .
such accounts or fo such entities as directed in writing by WEL. -, A o
d. Sale of Domestic Engineering Business . , . '_ - .( ' N

On May 29, 2007, the Company entered into an Asset Purchase Agreement (the “Acquisition’
Agreement”) with LCC International, Inc. (*LCC”) pursuant to which the Company agreed to'sel! to LCC
all of the assets used in the conduct of the operation of the Conipany’s Wireless Network Services business
segment that provides engineering services to the non—government wireless communications industry in
the United States on the terms set forth in the Acquisition Agreement ; subject to the satisfaction of '
certain closing conditions. The Board of Directors of each of the Company and LCC approved the

Acquisition and the Acquisition Agreement.

The aggregate consideration to be paid by LCC in connection with the Acquisition is $46,000,000,
subject to certain adjustments. Pursuant to the terms of the Acquisition Agreement, LCC delivered a
subordinated promissory note for the principal amount of $21.6 miltion (the “Subordinated Promissory
Note”), subject to working capital adjustments, and paid $17 million in cash and at the closing; and the
Company has retdined an estimated $7 million in net accounts receivable of the Business,'subject to-
working capital adjustments. The transaction was completed on June 4, 2007. - o

On July 5, 2007, the Company announced that it had sold the $21.6 million subordinated promissory
note in a transaction arranged by KeyBanc Capital Markets (“KeyBanc?)). The Company.received , |
approximatelys19.6‘milli0'n in net cash proceeds, reﬂéqting a discount from par value of less.than five.
percent and aggregate transaction fees of approximately $1 million, which includes a $0.75 million fee.to
KeyBanc, an affiliate of the Company’s lender. The note was acquired by a fund affiliated with Silver Point
Capital, L.P. (“Silver Point’). Certain post closing adjustments that, under the terms of the sale of the U.S.
Wireless Engineering business. The Company is not providing any guaranty for LCC’s payment obligations
Certain post closing adjustments that, under the terms of the sale of the U.S. Wir_eles‘s Engineering
business ere expected to be made to the principal amount of the Note, may instead be made by payments

between WFI and LCC International, or between Silver Point and WF], as applicable.

On August 10, 2007,.in accordance with the terms of the Agreement, the Company provided the
closing balance sheet working capital calculation, which indicated a $2.6 million wor'k_ing. capital adjustment
was is due to, WFTI as an increasc to the balance of the Subordinated Promissory Note. LCC has until
September 10, 2007 to review the calculation and notify the Company of any dispute. . )
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As a result of the divestitures of the U.S. Wireless Engineeringand U.S. Wireless Deployment
businesses, the Company expects to record a loss of approximately $8 10 $10 m1]llon in the second and

third quartefs of 2007." : .

1

e. Sale of Deployment Business

On July 9, 2007, the Company entered into a definitive agreement with an affiliate of Platinum Equity
to sell WFL's Wireless Deploymem business. Platinum is a Los Angeles based private equny firm whose
portfoho includes service and distribution businesses in a number of market sectors.

" The total consideration for the acquisition is $24 million including $18 million in cash at closing,
subject to typical post closing working capital adjustments, and an aggregate $6 million in a three—year -~
earp—out arrangement through 2010. The deal includes a Transition Services Agreement for the - -~
transition of ceftain services for a period of six months. The assets sold to Platinum Equity include all of
WFI's Wireless Deployment business, and the Wireless Facilities name. The transaction closed on July 24,
2007 o . Croar

]
S

UNAUDITED PRO FORMA CONDENSED CONSOLIDATED FINANCIAL STATEMENTS _

" The following unaudited pro forma condensed consolidated balance sheet as of Decémber 31, 2006
and statement of opetations for each of the years ended December 31, 2006, 2005 and 2004 give effect to
the Company’s completion of the discontinuance of all and sale of substantially all of its engineering -
business and the sale of its domestic deployment business as described above. For purposes of the' . - -
unaudited pro forma condensed consolidated balance sheet, we assume that these transactions and the -
application of the net proceeds occurred as of December 31, 2006. For the unaudited pro forma condensed
consolidated statement of operations for the aforementioned periods, we assume that the discontinuance
and sales of the businesses occurred on January 1, 2004. S TR

We derived the unaudited pro forma condensed consolidated financial statements from the historical
financial statements of the Company. The pro forma adjustments are based upon currently available,
information and certain assumptions that we believe are reasonable as of the date of this filing, However,
actual adjustments may differ materially from the information presented. The unaudited pro forma |
financial information is for informational purpeses only and does not purport to present what our results
would actually have been had these transactions actually occurred on the dates presented or to project our
results of operations or financial position for any future period. Assumptions underlying the pro forma-
adjustments are described in the accompanying notes, which should be read in conjunction with'the |
unaudited pro forma condensed consolidated financial statements. In addition, the following information
should be read in conjunction with the Company’s consolidated financial statements and the accompanying
notes and related “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” section inciuded in this 10-K filing. . . C o

-
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' ot WIRELESS F:ACILITIES, INC.
UNAUDITED PRO FORMA CONDENSED CONSOLIDATED BALANCE SHEET
As of December 31, 2006

($ millions)

Assets

Current assets: :
Cash and cash equwalents ........ e
Restrictedcash................ e
Accounts receivable,net............... ... ...
Income taxes receivable ........ e
"Prepaid expenses and other current assets ...... e
Current assets of discontinued operations. .. . .. P
Total Current ASsets. .................... PO

Property and equipment, net ... .. e ..
Goodwill and other intangibles,net ..................
Deferred tax assets. . ... v ee i i, 2
Otherassets......:........iit, e e
Non current assets of dlsconunued operatlons. et
Total Assets. . ... ...t S

Liabilities and Stockholders’ Eqmty
Current:Liabilities:
Accounts payable............. R
Accrued eXpenses. ..t i e
Lineofcredit :..........oviiiiii i
Billings in excess of costs on completed contracts .. ..
Income taxespayable..............oooii e

Deferred tax liabilities. . .. .....oooviinian.s. FI :

Tax cOntingencies. . ... oovvrnrrneenrnrnunnn, L
Capital lease obligations and other short-term debt ..
Current liabilities of discontinued operations. ....:..

Total Current Liabilities. . .................. ...,

Capital lease obligations and debt, net of current
POTHIOM . . oottt ittt e i e na s
Other liabilities. . .............oooiii o P
Other long term liabilities of discontinued operations . .
Total Liabilities . ............ oot
Stockholders’ Equity .. ......... ..ol
Total Liabilities and Stockholders’ Equity ..........

See Note to Unaudited Pro Forma Condensed Consolidated Financial Statements

198

Pro Forma Adjustments

"Wireless
Historical Engineering
¢ (A)
$. 54 $421(C) .
1.0 —
1157 (15.0)
1.8 —
81 (02).
8.0 —
140.0 26.9
13.9 (2.0)
1688  (17.9)
6.2 —_
4.0 —
. 3.0 —
$335.9 $ 70.
$ 269 $ (0.9)
376 (53)
51.0 —
7.3 (0.9) -
01 . 92(E)
7.6 —
1.7 —
11.3 —
143.9 2.1
0.0 —
4.7 —
0.2 —
146.7 2.1
199.6 49
$3359 $ 7.0

Wireless

Deploxment

{B) '

3

$ 162(D)
(419)

@.1)

- (2718)

Pro Forma




WIRELESS FACILITIES, INC,
UNAUDITED PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF OPERATIONS
FOR THE YEAR ENDED DECEMBER 31, 2006

($ in millions except per share data)

Pro Forma Adjustments

Wireless Wireless
Historical Engineering Deployment Pro Forma
(A) (B)

Revenumes.....................oilL e $3278  §(68.9) ${106.6) $1532 ¢
Costof Revenues.................oiiiiiiiiiiinnn. 2743 (54.4) (95.6) . 124.3

GrossProfit.................. ... oo 535 (13.6) {11.0) 289
Selling, general and administrative expenses. .......... 63.1 (13.0) . (11.4) 387
Impairment and restructuring charges................ 21.8 — -— < 21.8

Operatingloss .........................oooial (31.4) (0.6) 0.4 - (31.6)
Otherincome,net ... ia.n, 0B . — = 0.8)".
Loss from continuing operations before income taxes .. (32.2) (0.6) 0.4 (324)
Provision for ifcome taxes ............... e 14.5 (0.6)(G) - (0.1)F) . 138
Loss from continuing operations. . ................... $#46.7) . $ (0.) .8 05 $(46.2
Basic and diluted loss per share from continuing . .o .

OPErationNS . . ..o uv it vttt e $(0.64) . $(0.63)

See Note to Unaudited Pro Forma Condensed Consolidated Financial Statements.
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WIRELESS FACILITIES, INC.
UNAUDITED PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF OPERATIONS
FOR THE YEAR ENDED DECEMBER:31, 2005

($ in millions except per share data)

ReVEMUES . vttt i ittt ittaimcnannanananas
Costof Revenues. :....voiiiiiiiiniiaeiaaenernans
Gross Profit. ... ... i i

Selling, general and administrative EXpenses. . ..., :

Operating income ........... S e

Otherexpense, NEt. . ... .oovivinrriareeniieiaaeees .

Basic income per share from continuing operations ...
Diluted income per share from continuing operations .

Pro Forma Adjustments

See Note to Unaudited Pro Forma Condensed Consolidated Financial Statements.
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as Wireless Wireless
Restated Engineering Deployment Pro Forma
(A (B}

$337.7  $(76.1) $(109.5) $152.1
2614 (57.6) (88.3) - 115.5
763  (185) (212) - 366
594 - (13.7) (12.3) 33.4
169  (48) .. . (89). 32,
0.3 -— — 0.3
172 (48) +« . (89~ - 35

59 (23)G) . GIE). . (01
113 (25 - (5.2) 3.6
$-015 $ 005
. $ 015 $ 005




WIRELESS FACILITIES, INC.

UNAUDITED PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF OPERATIONS
FOR THE YEAR ENDED DECEMBER 31, 2004
($ in millions except per share data)

as

Pro Forma Adjustments

Wireless Wireless
. 't : . Restated Engi&e)ering Dep%r;nent Pro Forma

Revenues........... e e $296.2  $(79.0) $(100.3) $116.9
Costof Revenues............coiiiiuiniiiniiannnns 226.8 (50.8) (88.1) .87.9
GrossProfit. .................... ... ... ol 09.4 (28.2) (12.2) 29.0
Selling, general and administrative expenses:.......:.. 49.9 (9.2) (11.8) 28.9
Contingent acquisition consideration and restatement :

fees.............. e e 138 — — 139
Operating income (foss)..................... e 5.6 (19.0) (0.4) (13.8)
Other income, NEt .. ....ovvveeerieieeeninnenns K 0.1 ' ' 0.1
Impairmernt of investment in unconsolidated affiliate .

and other expenses, Net. .. .. .ove i nnanriines! L (2.9) — — (2.9
Total other expense ..............oiiiieiiiiiaons (2.8) 0.0 0.0 (2.8)
Income (loss) from continuing oper"ations before ' ‘ '

incometaxes.............. ..ot 28 (19.0) (0.4) (16.6)
Provision (benefit) for income taxes.....:............ (0.6) (7.6)(G) (0.2)(F) (8.4)
Income (loss) from continuing operations. ............ e 34 (11.4y .. {0.2) 8.2
Basic incomne (loss) per shaie from continuing . : o Co |

OPETAtIONS . . L\ttt ittt ettt i et eineeas ¥ 0.05 -$(0.11)
Diluted income (loss) per share from continuing .

operations ............. P OU ... $ 005 $(0.11)

See Note to Unaudited Pro Forma Condensed Consolidated Financial Statements,
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Note 1. Pro Forma Adjustments and Assumptions . la

Pro Forma Balance Sheet and Statements of Operations

Calculation of gain/{loss) on sale (in millions): ' Engineering Deployment
Purchase price ..........ovvviiieinnrncenenns S RN $46.0 $ 18.0
Less: Direct transaction COSES . ......viieorrnraarenrneaneionn, 2.8) (1.8)
Less: Discount on note receivable. . ............o i (1.1)
Proceeds net of diréct transaction costs. .. ... 42.1 16.2
Less: Net assets/(liabilities) sold ... ... T e : 274 343
Gain/(Loss) on sale before income taxes.............ooooeian.n, 14.7 (18.1)

" Less: Income tax (provision)/benefit ..... ... (1.2)(E) —(F)

"Net gainf(loss) onsale.............. FED U T - 8§75 $(18.1)

(A)- Adjustment to eliminate the balances related to the engineering busmcss from ereless
Facilities, Inc.’s historical consolidated financial statements. ‘

(B) Adjustment to eliminate the balances retated to the domestic deployment business from Wireless
Facilities, Inc.’s historical consolidated financial statements

(C) Adjustment to record the cash proceeds received from LCC, the sale of the LCC note to Silver. Pomt
- and the collection of the net retained workmg capital less transaction costs as of December 31, 2006.

(D) Ad]ustment to record the cash proceeds received from Platinum Equity less transaction costs as of '
December 31, 2006 '

(E) Calculated tax effect of gain from the sale of the engineering business based upon the domestic tax
rate of 39.1% (35% federal rate plus 4.1% state rate).

(F) No tax benefit was applied to the loss due to the presence of a valuation allowance as of December 31,
v 2006.

(G) The taxes for the engineering and deployment businesses are calculated at the United States and state
combined tax rate of 39% for 2004 through 2006.
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) " EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICERPURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002

I, Eric M. DeMarco, certify that: -
1. Thave reviewed this annual report on Form 10-K of Wireless Facilities, Inc.;

2. - Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact ngcessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash flows of .
the registrant as of, and for, the periods presented in this report; :

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)} and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for
the registrant and have:

(2) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period inwhich this report is being prepared; o .

(b) Designed such internal control over financial reporting, or caused such internal control over
- financial reporting to be designed under our supervision, to provide reasonable -assurance regarding
.the reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with generally accepted accounting principles; :

(c). Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by-this report based on such evaluation; and

(d} Disclosed in this report any change in the registrant’s internal control over financial
reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth
.quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and . .

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent
evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee
of the registrant’s board of directors (or persons performing equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the reglstram s ability
to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have
a significant role in the registrant’s internal control over. financial reporting. -,

Date: September 11, 2007 . .
/s/ ERIC M. DEMARCO

Eric M. De Marco ' .,
Chief Executive Officer and President - ' :
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A ' EXHIBIT 31.2

CERTIFICATION OF -CHIEF FINANCIAL OFFICER PURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002

I, Deanna H. Lund, certify that: - Ce e Tolar
1. I have reviewed this annual report on Form 10-K of Wireless Facilities, Inc.; 7+~

- 2.. ' Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state @ material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this repott; -«

+" 3. Based onmy knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and’ cash flows of
the registrant as of, and for, the periods presented in this report; 2 o o

4. The registrant’s other certifying officer(sy and I are responsible for establishing and maintaining
disclosure.controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(¢e)) and
internal coritrol over financial reporting (as defined in Exchange Act Rules 13a- 15(f) and 15d-(f)or lhe
registrant and have: b S

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
+ procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared; - = n '

(b) Designed such internal control over financial reporting, or caused such internal control over
fmancnal reporting to be designed under our supervision, to provide reasonable assurance regarding
. .the reliability of financial reporting and the preparation of financial statements for external‘purposcs
in accordance with generally accepted accounting principles; : o

' (c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures'and
presented in this report our conclusions about the effectiveness of the disclosure controls and  ~
procedures, as of the end of the period covered by this report based on such.evaluation; and -

(d) Distlosedin this.-report any change in the registrant’s internal control over financial
reportmg that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably llkely to matenally
affect, the registrant’s internal control over financial reporting; and - D .

5. The registrant’s other certifying officer(s) and I have-disclosed, based on our most recent
evaluation of internal control over financial reporting, to the registrant’s auditors and the aud:t committee
of the registrant’s board of directors (or persons performing similar functions): b

.(a) " All significant deficiencies and material weaknesses in the design or operation of internal
.control over financial reporting which are reasonably likely to adversely affect the registrant’s ability
to record, process, summarize and report financial information; and =~ - '

+ (b) Any fraud, whether or not material, that involves management or other employecs who have a
significant role in the registrant’s internal control over financial reporting. :

Date: September 11, 2007 ! o
/s/ DEANNA H. LUND -

Deanna H. Lund ‘
Chief Financial Offer . ' C o




EXHIBIT 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 18 U!S.C SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

+ In connection with the. Annual Report of Wireless Facilities, In¢. (the “Company”) on Form 10-K for
the fiscal year ended December 31, 2006 as filed with the Securities and Exchange Commission on the date
hereof (the “Report”), I, Eric M. DeMarco, Chief Executive Officer of the Company, certify, pursuant to
18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the'Sarbanes-Oxley Act of 2002, that to my
knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d), of the Securities
Exchange Act of 1934; and ) X . S

2. That the information contained in the Report fairly presents, in all material respects, the
financial condition and results of operations of the Company.

Date: September 11, 2007

WIRELESS FACILITIES, INC.

'fs/ ERIC. M. DEMARCO
Chief Executive Officer




EXHIBIT 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 18 U.S.C SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Wireless Facilities, Inc: (the “Company”),on Form 10-K for
the fiscal year ended December 31, 2006 as filed with the Securities and Exchange Commission on the date
hereof (the “Report™), 1, Deanna H. Lund,.Chief Financial Officer of the Company, certify, pursuant to
18 U.S.C. Section 1350, as adopted pursuant to Section 906;0f the Sarbanes-Oxley Act of 2002, that:

1. The Report fully complies with the requirements of Section 13(a) or 15(d), of the Securities
Exchange Act of 1934; and Lo : . -

2. That the information contained in the Report fairly presents, in all ‘material respects, the
financial condition and results of operations of the Company.

Date: September 11, 2007

WIRELESS FACILITIES, INC.

{s/ DEANNA H. LUND
Chief Financial Officer
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